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THE  ADMINISTRATION'S  BUDGET  PROPOSALS 


THURSDAY,  AUGUST  3,  1995 

House  of  Representatives, 

Committee  on  the  Budget, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:40  a.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  John  R.  Kasich,  (chair- 
man of  the  committee)  presiding. 

Chairman  Kasich.  The  committee  will  come  to  order.  I  want  to 
welcome  this  morning  the  Director  of  CBO,  June  O'Neill,  Dr. 
O'Neill,  and  what  we  are  really  interested  in  doing  this  morning, 
Doctor,  is  to  hear  from  the  Congressional  Budget  Office,  the  official 
scorekeeper  of  our  actions  up  here.  And  I  say  that  sometimes  we 
like  your  scorekeeping  results  and  sometimes  we  do  not. 

Unfortunately  when  I  one  time  expressed  what  I  did  not  like 
about  it,  we  had  a  meeting  with  you  15  minutes  later,  so  we  want 
to  hear  your  view  on  the  President's  budget.  Frankly,  the  reason 
why  I  wanted  to  have  the  hearing  is  that  when  the  President's  pro- 
posal emerged  I  was  under  the  belief  that  it,  in  fact,  was  going  to 
be  CBO  scored.  And  then  very  soon  afterwards,  of  course,  we  asked 
you  to  analyze  that  budget,  and  then  you  came  back  and  you 
showed  $200  billion  deficits  in  the  budget,  which  I  was  very  dis- 
appointed in.  Because  the  people  who  told  me  that  this  was  a  seri- 
ous proposal  were  people  that  I  happen  to  personally  like. 

So  I  was  stunned,  to  tell  you  the  truth,  that  this  was  not  CBO 
scored.  And  then,  oh,  I  guess  a  couple  of  weeks  later  we  had  gone 
through  some  discussion  about  the  proposal  and  I  had  had  an  op- 
portunity to  discuss  this  with  some  administration  officials.  I  think 
the  media  gave  the  administration's  plan  a  pretty  severe  panning 
based  on  the  fact  that  it  was  not  CBO  scored,  and  yet,  people  con- 
tinue to  talk  about  this  plan  as  though  it  does,  in  fact,  balance  the 
budget. 

I  thought  that  we  ought  to  get  the  official  scorekeeper  to  come 
in  and  to  give  us  a  real  sense  of  what  you  found  in  your  analysis. 

Now,  how  did  CBO  get  to  be  the  official  scorekeeper  in  the  proc- 
ess? Well,  it  was  as  a  result  of  the  President's  speech  to  the  Con- 
gress and  we  have,  for  us  this  morning,  part  of  the  President's 
speech.  I  guess,  as  George  Michael  says,  let  us  to  go  the  videotape. 
[Videotape  is  played.] 

Thank  you.  Now,  at  the  time,  we  were  pretty  cynical  about  CBO 
because  we  were  getting  some  scoring  that  we  did  not  like  up  here. 
And  I  have  to  tell  the  Director  that  when  we  went  through  our 
Medicare  scoring  this  last  time  I  was  distraught  at  times  over  the 
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kind  of  analysis  that  the  CBO  was  giving  us.  But  I  was  prepared 
to  live  with  it. 

And,  as  one  who  has  been  the  target  of  claims  that  we  cooked 
the  books,  you  know,  we  may  cook  the  books  or  we  may  have  dy- 
namic scoring  or  all  this  other  business,  we  did  not  do  that.  We 
went  with  real  numbers  based  on  your  analysis. 

So,  I  think  it  is  just  very  important  that  as  we  head  into  the 
process  of  the  fall  and  through  reconciliation  and  into  discussions 
with  the  administration,  because  we  obviously  cannot  get  a  fmal 
agreement  unless  the  President,  the  administration,  we  can  reach 
some  kind  of  a  compromise.  And  it  is  impossible  to  reach  a  com- 
promise on  the  price  of  a  car  if  you  cannot  even  agree  about  which 
car  you  are  talking  about  buying. 

So,  I  think  it  is  important  that  we  have  the  hearing  today.  I 
think  it  is  important  that  Dr.  Rivlin  is  here  because  I  am  going  to 
tell  you  right  now,  we  cannot  reach  agreement  until  we  agree  on 
the  numbers.  We  cannot  reach  agreement  until  we  are  going  to  op- 
erate off  the  same  set  of  books.  It  is  just  that  simple. 

Now,  once  we  can  achieve  the  fact  that  we  can  use  the  same 
books  and  the  same  calculations  then  I  think  it  is  possible  to  reach 
agreement.  But  we  cannot  do  it  unless  we  are  all  singing  from  the 
same  hymn  book.  I  appreciate  your  being  here  today,  Director,  and 
I  look  forward  to  your  testimony  and  would  now  turn  to  Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  we  are  coming  along  in  this  process  and  we  wait 
with  interest  as  your  plan  develops  on  whatever  your  time  schedule 
is.  Some  things  we  know,  for  certain,  at  this  point.  The  tax  cut  has 
passed  the  House  at  a  substantially  larger  sum  than  is  included  in 
the  budget  resolution.  We  know  who  benefits  from  that  tax  cut.  We 
know  that  it  digs  the  deficit  hole  deeper.  We  have  now  seen,  as  we 
process  the  appropriations  bills,  the  impact  of  your  budget  resolu- 
tion on  a  whole  host  of  people,  whether  it  be  in  the  enforcement 
capabilities  of  the  EPA;  whether  it  is  the  impact  on  people  who 
have  severe  housing  needs  in  this  country  as  those  programs  are 
cut  dramatically;  or  as  we  deal  with  the  labor-HHS  bill  on  the 
House  floor,  where  we  see  very  dramatic  cuts  in  very  basic  edu- 
cational funding  and  funding  for  basic  safety  in  this  country,  Mr. 
Chairman. 

We  wait  for  the  balance  of  your  program.  I  commend  the  chair- 
man for  his  announcement  that  he  would  hope  that  the  majority's 
plan  for  change  in  Medicare  would  be  made  public  so  that  the  pub- 
lic can  react  to  that  program  in  advance  of  its  consideration  of  the 
full  House.  I  think  your  advice  is  good.  I  hope  the  members  of  your 
party  follow  that  advice. 

One  is  dealing  with  a  very  fundamental  institution  in  American 
society  of  guaranteeing  health  care  for  seniors  in  this  country  as 
one  deals  with  Medicare.  And  there  will  be  always  many  disputes 
involved.  One  over  the  level  of  spending  that  is  needed  to  maintain 
the  quality  of  medical  care  for  the  seniors,  but  equally  important 
will  be  whenever  that  question  is  resolved,  an  equally  important 
debate  will  be  how  you  do  it. 

There  is  not  simply  one  way  to  do  it.  There  are  a  variety  of  ways 
and  I  expect  as  people  become  conscious  of  how,  the  debate  over 
how  will  be  as  important  as  the  question  of  how  much.  And  the 


only  way  one  can  have  that  public  debate  is  if  people  have  some 
idea  of  the  approach  being  taken.  Having  something  that  important 
pass  very  quickly,  late  some  night  in  the  committee,  and  then  on 
the  floor  a  couple  of  days  later  hardly  gives  the  public  the  ability 
to  respond. 

Frankly,  I  think  the  ability  of  the  public  to  have  some  time  to 
respond  might  well  improve  your  product.  So  I  hope  and  encourage 
your  leadership  and  your  committees  to  follow  your  advice,  Mr. 
Chairman,  to  make  that  plan  public  so  that  we  can  respond  to  it. 

Mr.  Chairman,  as  it  relates  to  the  question  before  us,  I  look  at 
the  varying  economic  assumptions  from  the  administration  and 
CBO  and  the  differences  are  not  very  great,  frankly.  We  are  not 
seeing  the  types  of  variations  that  we  grew  used  to  in  the  1980's, 
when  we  got  huge  and  unrealistic  expectations  projected  by  admin- 
istrations to  cook  the  books. 

The  differences  between  CBO  and  0MB  are  rather  modest  and 
I  expect  with  certainty  that  7  years  from  now  we  would  look  back 
and  discover  that  neither  was  accurate.  That  reality  will  be  some- 
what different.  But  it  is  a  reminder,  as  we  try  to  say  that  we  can 
deal  with  certainty  for  the  next  7  or  10  years,  that  very  modest  dif- 
ferences in  economic  assumptions  and  economic  reality  from  what 
we  assume  in  interest  rates  and  growth  in  the  economy  have  dra- 
matic impacts  on  what  happens  with  the  Federal  budget  over  that 
period  of  time.  And,  in  many  cases,  these  differences  have  a  much 
greater  impact  than  the  specific  decisions  we  make  on  spending  for 
particular  programs. 

Mr.  Chairman,  you  now  have  to  deal  with  CBO  scoring.  Frankly, 
we  had  to  deal  with  that  2  years  ago;  2  years  ago,  the  administra- 
tion used  the  same  economic  assumptions  as  CBO  but  the 
scorekeeping  was  different.  And  one  of  the  dilemmas  of  our  system 
is  different  scorekeeping  with  different  assumptions. 

We,  frankly,  got  administration  policy  and  found  we  had  to  make 
adjustments  because  CBO  scored  differently.  We  were  in  your  same 
shoes  and  it  was  not  always  fun,  but  we  had  to  do  it.  I  always  kept 
waiting  for  the  day  that  CBO  gave  us  good  news  and  that  never 
seemed  to  happen.  It  always  seemed  to  make  problems  a  little 
more  difficult  for  us  to  deal  with.  So  that  is  nothing  new,  but  the 
differences  as  I  look  at  them  are  very  modest.  I  think,  clearly  you 
are  right,  that  at  a  time  when  we  come  to  final  solution  one  has 
to  have  common  agreement  on  economic  assumptions  between  the 
administration  and  Congress.  But  the  differences  are  not  dramatic 
and  it  is  simply  a  reminder  that  minor  difi'erences  have  a  very  sub- 
stantial impact. 

I  am  not  sure  it  is  appropriate  at  this  point  to  ask  a  question, 
but  as  I  look  at  both  CBO  and  0MB  estimates,  when  I  look  at 
health  care  both  of  you  are  projecting  a  huge  increase  in  1996  over 
1995,  and  then  a  decrease  in  1997,  with  little  difference  between 
the  two  of  you.  But  both  of  you  project  this  significant  increase  in 
1996  and  I  am  curious  why? 

Ms.  O'Neill.  Do  you  want  me  to  answer  that  question  right  now 
or  later  on? 

Mr.  S.ABO.  No. 

Chairman  Kasich.  If  Martin  wants  to  ask  a  question,  you  can  go 
ahead  and  answer  it,  doctor,  but  Martin  was  the  manager  of  that 


Softball  team  and  could  not  score  a  run  and  we  will  make  him  feel 
better.  Go  ahead,  June. 

Mr.  Sabo.  The  reason  was  that  Kasich  was  not  there  to  play  de- 
fense and  screw  up. 

[Laughter. 1 

Chairman  Kasich.  Doctor,  go  ahead  and  give  him  an  answer. 

Ms.  O'Neill.  Baseball  is  not  my  forte,  but  the  answer  to  the 
Medicare  question  is  that  for  1995,  the  Office  of  Management  and 
Budget  [0MB]  had  a  lower  estimate  than  the  Congressional  Budget 
Office  [CBO].  Medicare  has  actually  come  in  pretty  close  to  what 
we  have  estimated.  OMB's  estimate  is  probably  $3  billion  or  so 
short. 

For  1996,  both  0MB  and  CBO  have  assumed  that  the  1995  expe- 
rience is  a  slight  aberration  and  that  growth  will  pick  up.  But 
there  is  a  difference  in  our  growth  rates  in  the  long  term,  which 
really  is  what  drives  the  budget  projections.  CBO  sees  continuing 
high  growth  of  close  to  10  percent.  0MB  also  sees  high  growth,  but 
it  is  half  a  percent  or  so  lower.  That,  of  course,  accumulates  to  a 
large  amount. 

Mr.  Sabo.  Mr.  Chairman,  if  I  might  follow  up,  and  this  is  of  rel- 
evance I  expect  to  both  the  majority  and  to  the  administration,  the 
numbers  as  I  have  them  are  that  for  1996  CBO  is  projecting  13.1 
percent  growth  in  Medicare  and  0MB  14.2.  And  for  Medicaid,  CBO 
is  11.3,  and  0MB  is  8.6.  So  there  is  some  variation  there. 

But  in  both  cases  it  is  2  or  3  percent  higher  than  1995  and  then 
it  falls  off  again. 

Ms.  O'Neill.  It  sounds  like  Medicare  Part  B.  I  will  check  that. 
I  think  it  would  be  better  if  I  provided  you  with  that  answer  in 
writing. 

[The  information  mentioned  follows:] 

PROJECTED  GROWTH  IN  MEDICARE  SPENDING 

The  following  table  shows  Medicare  spending  in  fiscal  years  1993  and  1994  and 
CBO's  projections  for  1995  through  1998  under  current  law.  CBO's  projections  as- 
sume that  the  rate  of  growth  of  spending  for  hospital  insurance — HI,  or  Medicare 
Part  A — peaked  in  1994  and  will  slow  gradually  thereafter.  The  rate  of  growth  of 
spending  for  supplementary  medical  insurance — SMI,  or  Medicare  Part  B — is  pro- 
jected to  peak  in  1996. 

The  recent  surge  in  spending  for  SMI  stems  primarily  from  the  formula  for  updat- 
ing the  fee  schedule  for  physicians.  In  1992  and  1993,  as  the  new  fee  schedule  was 
introduced,  total  spending  on  physicians'  services  grew  relatively  slowly.  The  slow 
spending  in  1992  and  1993  caused  relatively  high  updates  in  calendar  years  1994 
and  1995  and  boosts  the  growth  of  spending  in  fiscal  years  1994  through  1996. 

CBO  BASELINE  PROJECTIONS  OF  MEDICARE  SPENDING 
[By  fiscal  year) 

Actual  Proiected 


In  billions  of  dollars: 

Hospital  insurance  

Supplementary  medical  insurance 

Total  

Annual  growth  rate  in  percent: 

Hospital  insurance  11.7  12.2  10.5  10,4  9.2  8.4 


1993 

1994 

1995 

1996 

1997 

1998 

$91.6 
54.3 

$102.8 
59.7 

$113.6 
67.6 

$125,4 
76.8 

$136,8 
85.9 

$148.3 
95.6 

145.9 

162.5 

181,1 

202.2 

222.7 

243.9 

CBO  BASELINE  PROJECTIONS  OF  MEDICARE  SPENDING— Continued 
[By  fiscal  year) 


Actual 

Projected 

1993 

1994 

1995 

1996 

1997 

1998 

Supplementary  medical  insurance 

7.9 

10.1 

13.2 

137 

11.7 

11,3 

Total  

10.3 

11.4 

11.5 

11.7 

10.1 

9-5 

Mr.  Sabo.  ok.  Both  of  you  have  the  same  pattern  with  a  sHght 
variation,  but  it  is  sort  of  an  unusual  one  as  I  look  at  it. 

Ms.  O'Neill.  Especially  in  the  near  term,  we  work  with  the  same 
set  of  data.  We  are  usually  closer  together  within  the  budget  year 
or  for  the  next  year  than  we  are  farther  out  into  the  future. 

Chairman  Kasich.  OK.  Doctor,  thank  you. 

Go  ahead  and  run  through  the  testimony. 

STATEMENT  OF  JUNE  E.  O'NEILL,  DIRECTOR, 
CONGRESSIONAL  BUDGET  OFFICE 

Ms.  O'Neill.  Mr.  Chairman  and  members  of  the  committee,  I  am 
certainly  very  pleased  to  be  here  today.  In  my  comments  I  will  de- 
scribe CBO's  preliminary  assessment  of  the  administration's  new 
plan,  and  I  will  try  to  explain  the  differences,  which  are  frequently 
rather  complicated,  between  CBO's  assessment  and  that  of  the  ad- 
ministration. 

CBO,  as  has  been  said,  has  been  put  in  a  position  of  importance 
during  this  budget  process,  particularly  given  the  serious  attempt 
to  balance  the  budget.  And  we,  at  CBO,  have  been  working  very 
hard  and  are,  I  can  assure  you,  very  aware  of  the  gravity  of  our 
responsibilities. 

I  will  submit  my  prepared  statement  for  the  record,  if  that  is  all 
right. 

First,  I  would  like  to  point  out  that  CBO  has  used  a  common  set 
of  budget  projections  to  make  it  easier  to  compare  the  policy 
changes  proposed  in  the  President's  new  budget  with  those  pro- 
posed by  the  Congress  in  the  budget  resolution.  CBO's  April  1995 
baseline  projections,  with  an  adjustment  for  the  rebenchmarking  of 
the  Consumer  Price  Index,  serve  as  the  common  set  of  projections. 
As  you  know,  CBO  is  now  in  the  process  of  updating  the  April  pro- 
jections for  release  later  this  month,  but  we  anticipate  that  the  re- 
visions will  have  little  effect  on  our  analysis  of  the  President's 
budget. 

To  give  you  a  brief  preview,  under  our  August  revisions,  the  defi- 
cit in  1995  is  expected  to  be  between  $160  billion  and  $165  billion 
instead  of  the  $175  billion  we  had  projected  in  April.  The  1996 
baseline  deficit  will  also  be  lower  than  what  we  had  earlier  pro- 
jected. However,  our  projections  of  the  deficit  after  1996  are  likely 
to  be  quite  close  to  the  April  projections. 

Now,  to  turn  to  the  President's  budgetary  plan,  the  5-year  budget 
submitted  by  the  administration  in  February  recommended 
changes  in  policies  that  would  have  reduced  the  cumulative  deficit 
by  only  about  $30  billion  between  1995  and  2000.  Therefore,  it 
would  not  have  substantially  changed  the  budget  deficits  projected 
under  current  law. 


The  President's  July  budgetary  plan  retains  most  of  the  elements 
of  the  February  budget,  but  in  contrast  to  the  February  budget,  it 
extends  the  fiscal  horizon  through  2005  and  assumes  additional 
savings  intended  to  achieve  budgetary  balance  in  9  years.  Reduc- 
tions in  discretionary  spending  would  account  for  close  to  half  the 
total  savings  from  program  reductions,  reductions  in  Medicare 
growth  would  account  for  an  additional  30  percent  of  the  total,  and 
reductions  in  spending  on  Medicaid  and  other  mandatory  programs 
account  for  the  rest. 

The  administration's  July  package  also  contains  several  health 
initiatives.  In  addition  to  providing  for  spending  reductions  in  Med- 
icare and  Medicaid,  the  administration  proposes  a  number  of  new 
benefits  including  health  insurance  subsidies  for  the  unemployed 
for  up  to  6  months,  grants  to  States  for  home-  and  community- 
based  long-term  care,  an  Alzheimer's  respite  care  benefit  within 
Medicare,  and  elimination  of  the  copayment  for  mammograms. 

As  explained  by  the  staff  of  the  Office  of  Management  and  Budg- 
et, or  0MB,  the  additional  budgetary  savings  included  in  the  ad- 
ministration's new  plan  are  indicative  proposals  that  as  yet  do  not 
represent  specific  policies.  Therefore,  a  detailed  program-by-pro- 
gram evaluation  of  the  President's  July  budget  is  not  possible  at 
this  time. 

For  that  reason,  CBO  has  relied  entirely  on  the  administration's 
own  estimates  of  the  proposed  savings  in  making  our  preliminary 
assessment  of  the  President's  new  plan.  Because  of  the  different 
budgetary  rules  governing  discretionary  and  mandatory  programs, 
CBO  has  used  different  methods  for  calculating  savings  in  the  two 
budgetary  categories.  For  defense  and  nondefense  discretionary 
spending,  CBO's  estimates  assume  the  level  of  outlays  specified  in 
the  President's  plan.  For  the  mandatory  programs  and  for  reve- 
nues, CBO  simply  uses  the  net  savings  or  costs  of  the  policy 
changes  specified  by  the  administration  and  then  applies  them  to 
the  CBO  baseline. 

Our  bottom  line  is  that  the  President's  revised  budget  would  hold 
the  total  deficit  to  about  $200  billion  a  year  if  the  plan  is  enacted 
and  implemented  as  assumed.  A  budget  deficit  of  $200  billion 
would  represent  about  2  percent  of  the  gross  domestic  product,  or 
GDP,  in  the  year  2005.  That  would  be  a  moderate  reduction  from 
CBO's  baseline  deficit,  which  averages  more  than  3  percent  of  GDP 
over  the  1995-2005  period. 

The  reduction  in  the  deficit  under  the  President's  policies  could 
allow  for  a  modest  drop  in  interest  rates  compared  with  those  in 
CBO's  baseline.  However,  because  of  the  uncertainty  surrounding 
the  President's  plan  and  the  estimates  of  its  effects  on  the  budget, 
CBO  has  not  incorporated  a  drop  in  interest  rates  attributable  to 
deficit  reduction.  Even  if  some  allowance  was  made  for  that  effect, 
deficits  under  the  President's  July  budget  would  be  likely  to  remain 
near  $200  billion  through  2005. 

In  contrast  to  the  deficit  of  $201  billion  in  2005  estimated  by 
CBO,  the  administration  projects  that  its  policies  would  produce  a 
budget  surplus  of  $41  billion  in  that  year.  What  accounts  for  that 
difference  of  $241  billion  between  the  two  estimates?  The  most  im- 
portant reason  for  the  difference  is  that  CBO's  baseline  deficit  is 
much    higher   than    that    projected    by    the    administration.    CBO 


projects  that  the  baseline  deficit  will  reach  $454  billion  in  2005; 
0MB  projects  a  baseline  deficit  of  only  $266  billion  for  the  same 
year.  Because  of  the  large  differences  in  the  two  estimates  of  the 
deficits  expected  before  any  policy  changes  are  made,  the  same  dol- 
lar reductions  in  spending  would  leave  a  larger  remaining  deficit 
when  applied  to  CBO's  higher  baseline. 

Clearly,  the  administration  perceives  a  deficit  problem  that  is 
considerably  smaller  than  the  problems  shown  in  CBO's  estimates. 

The  next  question  is,  Why  is  the  CBO  baseline  higher  than  the 
administration's?  One  important  factor  is  the  difference  in  eco- 
nomic assumptions.  Although  the  economic  assumptions  of  CBO 
and  the  administration  may  appear  to  be  quite  similar,  the  dif- 
ferences in  assumptions  are,  in  fact,  sufficient  to  produce  marked 
differences  in  budget  projections  that  only  grow  with  time.  On  av- 
erage, the  administration  foresees  slightly  faster  real  economic 
growth  than  does  CBO. 

Another  factor  that  is  less  frequently  talked  about  is  a  technical 
one — the  difference  in  the  growth  rate  of  the  Consumer  Price  Index 
[CPI]  and  the  GDP  deflator — that  is  also  very  important.  CBO  as- 
sumes that  the  CPI  will  grow  significantly  faster  than  the  deflator, 
whereas  the  administration  assumes  only  slightly  faster  growth.  In 
other  words,  the  administration  has  the  deflator  and  the  CPI 
growth  rates  quite  close  together.  CBO  shows  a  much  wider  dif- 
ference, and  that  wider  difference  tends  to  enlarge  the  deficit. 

Largely  as  a  result  of  differences  in  economic  assumptions,  CBO's 
projection  of  revenues  in  2005  is  $55  billion  below  the  administra- 
tion's. And  that  revenue  difference  accounts  for  close  to  one-quarter 
of  the  overall  difference  in  deficit  estimates. 

Differences  in  modeling  techniques  and  in  programmatic  assump- 
tions also  contribute  to  the  difference  between  CBO's  baseline  defi- 
cit and  that  estimated  by  the  administration.  In  2005  more  than 
$50  billion  of  the  difference  in  projected  spending  can  be  traced  to 
differences  in  projected  spending  in  the  Medicare  and  Medicaid 
programs  alone.  Although  CBO  believes  that  the  growth  of  those 
programs  has  slowed  from  the  extremely  high  rates  of  recent  years, 
it  is  not  as  optimistic  as  the  administration  about  the  extent  to 
which  such  a  slowdown  would  continue  without  any  change  in  pol- 
icy. 

Differences  in  estimates  of  other  mandatory  programs  contribute 
$33  billion  and  differences  in  debt  service  contribute  $50  billion  to 
the  CBO/OMB  differential  in  the  baseline  deficit.  Baseline  deficits, 
however,  do  not  account  for  all  of  the  difference  between  the  esti- 
mates of  CBO  and  the  administration.  The  major  remaining  factor 
is  that  the  administration  credits  large  additional  savings  from  the 
lower  interest  rates  they  assume  will  result  from  their  deficit  re- 
duction. 

For  example,  in  2005,  the  administration  claims  about  a  $55  bil- 
lion credit  for  the  so-called  fiscal  dividend.  CBO  believes  that  the 
administration's  plan  would  produce  a  much  smaller  fiscal  dividend 
than  0MB  anticipates  because,  as  I  have  indicated,  we  estimate 
that  the  amount  of  deficit  reduction  attained  would  not  be  suffi- 
cient to  achieve  a  fiscal  bonus  of  that  size. 

In  conclusion,  the  Congressional  Budget  Office  has  long  stressed 
the  importance  of  bringing  the  Federal  deficit  under  control.  Large 
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Federal  deficits  crowd  out  capital  investment,  raise  interest  rates, 
and  restrict  economic  growth.  If  noninterest  spending  exceeds  tax 
revenues,  growing  Federal  deficits  will  eventually  lead  to  rapidly 
rising  Federal  interest  costs,  unsustainable  increases  in  the  Fed- 
eral debt,  and  a  reversal  in  the  long-term  trend  of  rising  living 
standards  in  this  country. 

The  administration's  new  budget  proposal  represents  a  signifi- 
cant first  step  toward  limiting  the  rise  in  Federal  deficits  and  debt. 
CBO  estimates  that  if  the  plan's  targets  were  met,  the  budget  defi- 
cit would  remain  roughly  constant  in  nominal  terms  and  would  de- 
cline in  relation  to  the  size  of  the  economy.  Although  the  plan 
would  not  produce  a  balanced  budget,  if  carried  out,  it  would  start 
to  move  Federal  fiscal  policy  off  its  present  and  unsustainable 
course. 

The  uncertainties  involved  in  budget  projections  are  legion,  and 
small  differences  in  estimating  assumptions  can  lead  to  large  dif- 
ferences in  the  projected  deficit  5  or  10  years  into  the  future.  Al- 
though the  administration's  budget  projections  are  somewhat  more 
optimistic  than  those  of  CBO,  they  fall  within  the  range  of  plau- 
sible outcomes.  The  20-year  history  of  congressional  budget  projec- 
tions, however,  suggests  that  the  budget  deficit  is  much  more  likely 
to  exceed  projections  than  to  come  in  lower. 

In  that  regard — and  I  will  submit  this  for  the  record — the  Com- 
mittee for  a  Responsible  Federal  Budget  yesterday  distributed  a 
graph  showing  the  projected  deficit  reduction  under  the  Balanced 
Budget  and  Emergency  Deficit  Control  Act  of  1985 — or  Gramm- 
Rudman-Hollings — which  was  supposed  to  lead  to  a  balanced  budg- 
et and,  of  course,  did  not.  The  graph  also  shows  the  path  that  was 
actually  taken  compared  with  the  projection. 

[The  graph  mentioned  follows:] 
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Prepared  by  the  Committee  lor  a  Responsible  Federal  Budget  •    July  I99S 

This  time,  I  believe  that  there  is  much  more  hope  that  a  bal- 
anced budget  will  actually  be  achieved.  But  with  respect  to  as- 
sumptions and  estimates,  it  is  CBO's  view  that  erring  on  the  side 
of  caution  increases  the  likelihood  that  a  balanced  budget  will  actu- 
ally be  achieved  in  the  time  desired. 

Thank  you,  and  I  would  be  happy  to  answer  any  questions  that 
you  might  have. 

[The  prepared  statement  of  Ms.  O'Neill  follows:] 

Prepared  Statement  of  June  E.  O'Neill,  Director,  Congressional  Budget 

Office 

Chairman  Kasich  and  members  of  the  committee,  I  am  pleased  to  be  with  you  this 
morning  to  review  the  budgetary  plan  that  the  Clinton  administration  set  forth  in 
the  "Mid-Session  Review  of  the  1996  Budget,"  issued  on  July  31.  The  budget  that 
the  administration  submitted  in  February  for  fiscal  years  1996  through  2000  would 
not  have  substantially  changed  the  projected  budget  deficits.  By  contrast,  the  ad- 
ministration's revised  budgetary  plan  for  fiscal  years  1996  through  2005  includes  re- 
ductions in  corporate  subsidies  and  additional  spending  savings  designed  to  make 
large  reductions  in  the  Federal  deficit  (see  Figure  1).  In  my  statement  today,  I  will 
describe  the  Congressional  Budget  Office's  [CBO's]  preliminary  assessment  of  the 
administration's  new  plan  and  explain  the  differences  between  CBO's  estimates  and 
those  of  the  administration. 
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Figure  l. — Comparison  of  Projected  Deficits 


CBO  previously  analyzed  the  initial  version  of  the  administration's  amended 
budget — released  on  June  13 — in  testimony  that  I  presented  to  the  Joint  Economic 
Committee.  The  assessment  that  I  am  providing  today  has  been  revised  to  incor- 
porate changes  the  administration  has  made  to  its  proposals  since  June  13.  How- 
ever, because  those  changes  are  relatively  minor,  this  analysis  differs  from  our  ear- 
lier one  only  in  the  details. 

CBO's  estimates  of  the  President's  budget  are  based  on  CBO's  April  1995  baseline 
projections.  CBO  is  in  the  process  of  updating  those  projections,  but  the  new  base- 
line will  not  be  released  until  later  this  month.  Because  both  the  budget  resolution 
adopted  by  the  Congress  and  CBO's  estimate  of  the  President's  February  budget 
were  based  on  CBO's  April  projections,  using  that  same  baseline  for  the  estimate 
of  the  President's  July  budget  makes  it  easier  to  compare  the  changes  in  fiscal  pol- 
icy proposed  in  the  two  budgets  submitted  by  the  President  and  in  the  budget  reso- 
lution. In  addition,  CBO  anticipates  that  the  revisions  it  is  currently  making  to  its 
baseline  projections  will  not  substantially  affect  the  analysis  of  the  President's  budg- 
et. 

The  baseline  deficits  for  1995  and  1996  will  be  lower  than  CBO  projected  in  April. 
The  deficit  in  1995  is  expected  to  be  between  $160  billion  and  $165  billion  instead 
of  $175  billion.  Nevertheless,  CBO's  August  projections  of  the  deficit  in  the  years 
after  1996  are  likely  to  be  quite  similar  to  the  earlier  projections.  Thus,  using  CBO's 
August  baseline  assumptions  would  bring  CBO's  estimate  of  the  deficits  under  the 
President's  policies  closer  to  the  administration's  estimates  in  the  years  1995  and 
1996,  but  would  not  substantially  affect  the  estimates  for  later  years. 

THE  administration's  BUDGETARY  PLAN 

The  budget  submitted  by  the  administration  in  February  recommended  changes 
in  policies  that  would  have  reduced  the  cumulative  deficit  by  about  $30  billion  be- 
tween 1995  and  2000.  The  President  proposed  tax  changes  that  would  shrink  reve- 
nues by  $60  billion  over  the  6-year  period.  The  major  tax  initiative  would  provide 
for  tax  relief  in  the  form  of  a  nonrefundable  tax  credit  for  families  with  young  chil- 
dren, a  deduction  for  postsecondary  education  and  training  expenses,  and  an  expan- 
sion of  individual  retirement  accounts.  Proposed  savings  in  Medicare,  stemming  pri- 
marily from  extending  provisions  of  the  Omnibus  Budget  Reconciliation  Act  of  1993 
that  expire  at  the  end  of  1998,  and  other  mandatory  programs  offset  only  about  $17 
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billion  of  the  revenue  loss.  The  President  also  proposed  to  sell  assets  that  CBO  esti- 
mated would  produce  almost  $8  billion  in  receipts.  Finally,  compared  with  CBO's 
baseline,  which  allows  for  inflation  in  discretionary  programs  after  1998,  the  Presi- 
dent's February  budget  would  have  reduced  discretionary  spending  by  a  cumulative 
total  of  $67  billion,  with  most  of  the  reductions  occurring  in  1999  and  2000. 

The  President's  July  budgetary  plan  retains  most  of  the  elements  of  the  February 
budget.  In  addition,  it  extends  the  fiscal  horizon  through  2005  and  assumes  addi- 
tional savings  intended  to  achieve  budgetary  balance  in  9  years.  The  major  new 
areas  targeted  for  reduction  are: 

Discretionary  spending — $119  billion  in  cuts  in  2005  and  $513  billion  in  cumu- 
lative reductions  over  the  1996-2005  period  compared  with  CBO's  baseline  with  dis- 
cretionary inflation  alter  1998; 

Medicare— $66  billion  in  2005  and  $289  billion  over  the  1996-2005  period; 

Medicaid— $19  billion  in  2005  and  $105  billion  in  total; 

Welfare  programs — $8  billion  in  2005  and  $57  billion  in  total;  and 

Corporate  subsidies — $6  billion  in  2005  and  $43  billion  in  total. 

The  administration's  July  package  also  contains  several  health  initiatives.  In  ad- 
dition to  providing  for  spending  reductions  in  Medicare  and  Medicaid,  the  adminis- 
tration proposes  a  number  of  new  benefits,  including  subsidies  of  health  insurance 
for  people  unemployed  up  to  6  months,  grants  to  States  for  home-  and  community- 
based  long-term  care,  an  Alzheimer's  respite  care  benefit  within  Medicare,  and 
elimination  of  the  copayment  for  mammograms.  The  administration  would  also  in- 
crease the  fraction  of  health  insurance  costs  that  the  self-employed  can  deduct  for 
income  tax  purposes  from  30  percent  to  50  percent. 

As  explained  by  the  staff  of  the  Office  of  Management  and  Budget  [0MB]  in  June, 
the  additional  budgetary  savings  included  in  the  administration's  new  plan  are  "in- 
dicative proposals"  that  as  yet  do  not  represent  specific  policies.  Therefore,  a  de- 
tailed program-by-program  evaluation  of  the  President's  revised  budget  is  not  pos- 
sible nov/.  Relying  on  the  administration's  estimates  of  the  proposed  savings,  how- 
ever, CBO  has  prepared  a  preliminary  assessment  of  the  budgetary  effect  of  the 
President's  new  plan. 

CBO  estimates  that  the  President's  July  budgetary  plan  would  hold  the  total  defi- 
cit to  about  $200  billion  a  year  if  the  plan's  assumptions  were  translated  into  spe- 
cific policies  (see  Tables  1  and  2).  For  comparability  with  the  budget  resolution, 
CBO  has  adjusted  its  baseline  deficit  to  reflect  the  projected  effects  on  mandatory 
spending  and  revenues  of  rebenchmarking  the  Consumer  Price  Index  [CPI].  In  1998, 
the  weights  of  the  various  categories  of  consumption  in  the  CPI  will  change  from 
the  current  1982-1984  basis  to  a  1993-1995  basis.  The  budget  resolution  adopted 
by  the  Congress  assumes  that  this  change  will  reduce  the  growth  of  the  overall  CPI 
by  about  0.2  percentage  points  a  year  compared  with  CBO's  winter  economic  as- 
sumptions. 
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TABLE  1         PRELIMINARY  ASSESSMENT  OF  THE  PRESIDENTS  BUDGETARY  PROPOSALS  (By  fiscal  year,  in  billions  of  dollars) 


1996      1997       1998      1999      2000      2001      2002      2003      2004      2005      1996-2002     1996-2005 


CBO  Baseline  Deficit  wilh 
Discrclionary  Inflation  After  1998" 

Adjustment  for  Rebenchmarking 
of  the  Consumer  Price  Index 

Adjusted  Baseline  Dcncil 

President's  Budgetary  Proposals'' 
Discretionary  spending 
Mandatory  spending 

Medicare 

Medicaid 

Welfare  rcfonn 

Other 
Subtotal 
Revenues*' 
Corporate  subsidies' 
Debt  ser\'ice' 

Total  Changes 

Deficit  Under  the  President's 
Budgetary  Proposals 


210        230        232        266        299        316        349        384        422        472 

0  0  0-1-3-6         -10         -12         -14         -18 
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TABLE  2         PRELIMINARY  ASSESSMENT  OF  BUDGETARY  ESTIMATES  UNDER  THE  PRESIDENT'S  POLICIES 
(By  fiscal  year,  in  billions  ofdollars) 


1996     1997     1998 


2000    2001     2002     2003     2004     2005 


Outlays 

Discretionary- 
Defense 
Nondefcnsc 
Subtotal 
Mandatory" 
Medicare'' 
Medicaid 
Other 
Subtotal 
Net  interest' 

Total 


262 

257 

255 

260 

268 

276 

281 

282 

282 

283 

283 

292 

290 

289 

288 

287 

288 

292 

297 

301 

545 

549 

545 

549 

556 

563 

569 

573 

579 

584 

175 

192 

207 

222 

238 

257 

277 

303 

330 

358 

96 

106 

116 

128 

139 

152 

165 

179 

195 

213 

529 

568 

599 

639 

676 

703 

737 

773 

813 

859 

800 

866 

921 

988 

1.053 

1.111 

1.179 

1.256 
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Because  of  the  different  budgetary  rules  governing  discretionary  and  mandatory 
programs,  CBO  has  used  different  methods  for  estimating  the  savings  in  the  two 
budgetary  categories.  For  defense  and  nondefense  discretionary  spending,  CEO's  es- 
timate assumes  the  level  of  outlays  specified  in  the  President's  plan.  The  estimated 
discretionary  savings  equal  the  difference  between  the  level  of  discretionary  spend- 
ing in  CEO's  baseline  and  that  in  the  President's  plan.  Because  CEO's  baseline  for 
those  programs  is  higher  than  the  administration's  baseline,  CEO's  estimates  of  the 
amounts  of  discretionary  savings  are  larger  than  the  administration's  savings  fig- 
ures. For  mandatory  spending  programs  and  revenues,  CEO's  preliminary  assess- 
ment assumes  that  the  net  changes  from  the  baseline  equal  those  specified  by  the 
administration.  The  revenue  changes  differ  from  those  shown  by  the  administration 
because  they  exclude  a  reduction  in  Federal  Reserve  earnings  resulting  from  the  ad- 
ministration's assumed  drop  in  interest  rates.  CBO  has  estimated  the  resulting 
amount  of  savings  in  debt  service  using  the  interest  rates  that  underlie  its  April 
baseline. 

Under  those  assumptions,  the  budget  deficit  under  the  President's  policies  would 
represent  about  2  percent  of  gross  domestic  product  [GDP]  in  2005.  By  contrast, 
CEO's  baseline  deficit  averages  more  than  3  percent  of  GDP  over  the  1995-2005  pe- 
riod. The  reduction  in  the  deficit  under  the  President's  policies  would  allow  a  mod- 
est drop  in  interest  rates  compared  with  those  in  CBO's  baseline.  Because  of  the 
uncertainties  surrounding  the  President's  plan  and  the  estimates  of  its  effects  on 
the  budget,  CEO  has  not  incorporated  a  drop  in  interest  rates  attributable  to  deficit 
reduction.  But  even  if  some  allowance  was  made  for  that  effect,  the  deficits  under 
the  President's  July  budget  would  probably  remain  near  $200  billion  through  2005. 

The  deficits  under  the  President's  policies  would  be  significantly  higher  in  1996 
through  2002  than  the  deficits  assumed  by  the  budget  resolution,  reflecting  substan- 
tial differences  in  the  policies  proposed  by  the  two  budget  plans.  The  President  pro- 
poses about  $230  billion  more  in  total  discretionary  spending  over  the  7-year  period 
than  the  budget  resolution  assumes.  In  addition,  CBO  estimates  that  mandatory 
spending  under  the  President's  proposals  would  be  greater  than  such  spending 
under  the  budget  resolution's  policies.  The  President  proposes  to  reduce  mandatory 
spending  by  $211  billion  below  the  current-law  projections  for  1996  through  2002. 
By  contrast,  the  budget  resolution  includes  $626  billion  in  mandatory  savings.  The 
larger  tax  cut  anticipated  by  the  budget  resolution  would  only  partially  offset  those 
differences  in  discretionary  and  mandatory  spending. 

DIFFERENCES  BETWEEN  CBO  AMD  0MB  ESTIMATES 

Compared  with  the  deficit  of  $201  billion  in  2005  that  CBO  estimates,  the  admin- 
istration projects  that  its  policies  would  produce  a  budget  surplus  of  $41  billion. 
What  accounts  for  that  difference  of  more  than  $240  billion  between  the  two  esti- 
mates? 

First,  in  2005  the  administration  assumes  about  $55  billion  in  additional  savings 
from  lower  interest  rates — the  so-called  fiscal  dividend.  As  previously  indicated, 
CBO  believes  that  the  administration's  plan  would  produce  a  much  smaller  fiscal 
dividend  than  OME  anticipates  because  we  estimate  that  the  amount  of  deficit  re- 
duction falls  short  of  that  needed  to  achieve  budgetary  balance. 

Second,  CEO's  projected  baseline  deficit  is  much  higher  than  OME's.  CBO  projects 
that  the  budget  deficit  under  current  policies  will  reach  $454  billion  in  2005,  assum- 
ing that  discretionary  spending  keeps  pace  with  inflation  after  the  discretionary 
spending  limits  expire  in  1998.  By  contrast,  OME  projects  a  baseline  deficit  of  only 
$248  billion  for  2005.  Excluding  differences  in  discretionary  spending,  CEO's  pro- 
jected baseline  deficit  exceeds  OME's  by  about  $190  billion. 

The  baseline  economic  assumptions  of  CBO,  with  an  adjustment  for  CPI 
rebenchmarking,  underlie  the  budget  resolution.  These  assumptions  appear  quite 
similar  to  those  of  the  administration  (see  Table  3).  Nonetheless,  the  differences  are 
sufficient  to  produce  marked  differences  in  budget  projections  that  only  grow  with 
time.  CBO's  summer  economic  forecast,  which  will  be  released  later  this  month,  will 
narrow  the  difi'erences  in  1995  and  1996,  but  CBO's  longer-term  economic  projec- 
tions will  change  very  little. 
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TABLE  3         COMPARISON  OF  ECONOMIC  ASSUMPTIONS,  CALENDAR  YEARS  1995-2005 
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On  average,  the  administration  foresees  slightly  faster  economic  growth  than  does 
CBO.  Also,  CBO  and  the  administration  differ  in  their  projections  of  the  growth  of 
the  CPI  relative  to  that  of  the  GDP  deflator.  CBO  assumes  that  the  CPI  will  grow 
significantly  faster  than  the  deflator,  whereas  the  administration  assumes  only 
slightly  faster  growth.  Because  the  CPI  affects  indexed  benefit  programs  and  tax 
brackets,  whereas  the  GDP  deflator  affects  estimates  of  taxable  income,  CBO's  as- 
sumption of  a  larger  gap  between  the  two  growth  rates  adds  to  its  projection  of  the 
deficit.  Largely  as  a  result  of  differences  in  economic  assumptions,  CBO's  projection 
of  revenues  in  2005  is  $55  billion  below  the  administration's. 

Estimating  differences  unrelated  to  economic  differences  also  contribute  to  CBO's 
estimate  of  the  baseline  deficit  compared  with  the  administration's  estimates.  In 
2005,  more  than  $50  billion  of  the  difference  in  projected  spending  stems  from  dif- 
ferences in  estimated  outlays  for  Medicare  and  Medicaid.  Although  CBO  believes 
that  the  growth  of  those  programs  will  slow  from  the  extremely  high  rates  of  recent 
years,  it  is  not  quite  as  optimistic  as  the  administration  about  the  extent  to  which 
such  a  slowdown  would  occur  without  a  change  in  policy. 

Differences  in  estimates  of  other  mandatory  programs  contribute  $33  billion  to  the 
difference  between  CBO's  and  OMB's  estimates  of  the  baseline  deficit.  Finally,  a 
$50-billion  difference  in  projected  net  interest  costs  primarily  reflects  the  debt  serv- 
ice on  the  increase  in  the  projected  deficits  that  stems  from  CBO's  other  reesti- 
mates. 


CONCLUSION 

The  Congressional  Budget  Office  has  long  stressed  the  importance  of  bringing  the 
Federal  deficit  under  control.  Large  Federal  deficits  crowd  out  capital  investment, 
raise  interest  rates,  and  restrict  economic  growth.  If  noninterest  spending  exceeds 
tax  revenues,  growing  Federal  deficits  will  eventually  lead  to  rapidly  rising  Federal 
interest  costs,  unsustainable  increases  in  the  Federal  debt,  and  a  reversal  in  the 
long-term  trend  of  rising  living  standards. 

The  administration's  new  budget  proposal  represents  a  significant  step  toward 
limiting  the  rise  in  Federal  deficits  and  debt.  CBO  estimates  that  if  the  plan's  tar- 


15 

gets  were  met,  the  budget  deficit  would  remain  roughly  constant  in  nominal  terms 
and  would  decline  in  relation  to  the  size  of  the  economy.  Although  the  plan  would 
not  produce  a  balanced  budget,  if  carried  out  it  would  start  to  move  Federal  fiscal 
policy  off  its  present,  unsustainable  course. 

The  uncertainties  involved  in  budget  projections  are  legion,  and  small  differences 
in  estimating  assumptions  can  lead  to  large  differences  in  the  projected  deficit  5  or 
10  years  in  the  future.  Although  the  administration's  budget  projections  are  some- 
what more  optimistic  than  those  of  CBO,  they  fall  within  the  range  of  plausible  out- 
comes. The  20-year  history  of  congressional  budget  projections,  however,  suggests 
that  the  budget  deficit  is  much  more  likely  to  exceed  projections  than  to  come  in 
lower.  It  is  CBO's  view  that  erring  on  the  side  of  caution  increases  the  likelihood 
that  a  balanced  budget  will  actually  be  achieved  in  the  time  desired. 

Chairman  Kasich.  Thank  you,  Director.  I  just  have  a  couple  of 
charts.  I  cannot  decide.  They  are  all  three  so  wonderfully  prepared 
by  the  staff.  What  we  did,  just  so  everybody  here  understands, 
what  we  did  is  we  took  the  President's  budget  and  we  took  our 
budget  and  we  forgot  the  fact  that  we  scored  it  through  the  CBO. 
And  we  scored  it  using  the  same  assumptions  and  everything  else 
that  the  President  used  and,  as  you  can  see,  the  President  achieves 
a  balanced  budget  around  the  year  2004.  You  know,  this  is  really 
pretty  easy  when  you  look  at  it  this  way,  is  it  not? 

I  can  do  it,  as  I  said  the  other  day,  I  can  do  it  in  5  years  here. 
As  you  can  see,  we  are  down  to  about  5  years  in  about  the  year 
2000  we  reach  a  balanced  budget.  We  do  it  in  5  years. 

And,  as  you  can  see,  by  the  year  2002,  using  the  same  economic 
assumptions  that  0MB  used  we  have  approximately  a  $100-billion 
surplus  in  the  year  2002.  I  hate  to  announce  that  here  today  be- 
cause the  flood  gates  may  open  for  a  few  special  projects  out  there, 
critical  projects  in  Members'  districts,  if  we  had  an  extra  $100  bil- 
lion. 

I  would  make  a  bet  to  you  if,  in  fact,  I  could  show  that  we  could 
get  a  $100-billion  surplus,  anybody  want  to  guess  what  the  level 
of  spending  restraint  would  be  in  the  budget  resolution  we  passed? 
So,  as  you  can  see,  using  the  0MB  scoring  you  get  a  situation  there 
where  we  can  balance  in  5  years. 

Now,  let's  look  at  the  next  one.  You  know,  that  is  really  a  tan- 
talizing way  to  go,  because  we  can  then  say  we  can  balance  it  in 
5  years  and  then  have  a  $100  surplus  in  7  years  and  I  do  not  think 
that  is  what  we  want  to  do. 

Now,  here  is  the  CBO  deficit  scoring,  Clinton  versus  the  Congres- 
sional budget.  And  you  can  see  that  the  President's  budget  remains 
at  $200  billion  deficits  all  the  way  along  and  then,  of  course,  back 
to  our  proposal  you  can  see  where  we  reach  balance  in  2002  and 
the  direction  of  the  deficit.  And  how  about  the  third  chart?  There 
is  one  more. 

The  third  one  is  the  0MB  scoring  and  it  will  give  you  a  little  out- 
line there,  the  CBO  versus  the  0MB  scoring.  And  as  you  can  see, 
again,  this  is  our  budget  scored  and  you  can  then  see  the  dramatic 
differences  between  0MB  and  CBO. 

OK,  thanks  for  that. 

And  I  know  you  kind  of  went  through  it  but  the  question,  of 
course,  would  be  what  makes  the  differences?  Why  would  there  be 
so  much  difference  between  the  two  plans? 

Let  me  see  if  I  can  help 

Ms.  O'Neill.  It  is  an  accumulation  of  many  small  things. 

Chairman  Kasich.  Accumulation  of  a  number  of  things. 
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Ms.  O'Neill.  Of  a  number  of  things.  It  is  not  just  the  economic 
assumptions,  and  it  is  certainly  not  just  the  economic  growth  as- 
sumptions. We  are  not  that  far  apart  on  the 

Chairman  Kasich.  So  a  number  of  sins  have  been  committed 
here. 

Ms.  O'Neill.  I  do  not  think  you  can  call  each  choice  a  sin,  in  and 
of  itself,  nor  is  the  whole  package. 

Chairman  Kasich.  I  am  glad  to  hear  that. 

Ms.  O'Neill.  Nobody  could  stand  up  and  say  they  know  for  sure 
what  is  going  to  happen  over  the  next  10  years.  But  if  you  look  at 
the  history  of  budget  projections,  both  CBO  and  0MB  have  usually 
been  overly  optimistic  with  respect  to  economic  growth.  So  the 
truth  does  not  lie  in  the  middle;  the  truth  is  usually  lower  growth 
than  either  one  of  us  has  been  estimating. 

CBO  has  tended  to  be — we  actually  did  an  analysis — over  the 
past  20  years 

Chairman  Kasich.  So  you  have  an  economic  growth  difference? 

Ms.  O'Neill.  But  that  is  small.  I  think  it  is  about  one-tenth  or 
two-tenths  of  a  percent  a  year,  but  it  cumulates  to  become  some- 
thing larger.  But  then  there  are  also  other  economic  assumptions 
that  contribute,  much  as  the  difference  in  economic  growth. 

Chairman  Kasich.  Let  me  stop  you  there.  This  idea  that  this  is 
a  small  difference,  one-tenth  of  a  point,  multiplied  times  trillions 
of  dollars.  Doctor,  isn't  that  kind  of  a  dangerous  way  to  describe  a 
tenth-of-a-point  applying  to  trillions? 

Ms.  O'Neill.  No.  What  I  mean  is  that  in  1  year,  the  difference 
in  our  growth  assumptions,  given  the  error  in  forecasting,  is  one- 
tenth  or  two-tenths  of  a  percent.  It  is  not  insignificant  because  it 
cumulates  over  the  years.  So  in  terms  of  budget  projections  it  be- 
comes important. 

It  is  not  merely  that  one  decision,  though.  There  are  many  deci- 
sions along  the  way  that  lead  to  the  total  budget  projections.  They 
also  include  an  assumption  about  what  will  happen  under  current 
policy.  We  are  projecting  what  are  usually  called  the  technical  as- 
sumptions that  we  use  to  project  the  mandatory  programs. 

Chairman  Kasich.  Let  me  help  you  here  because  you  will  get  ev- 
erybody lost  in  America  with  this  CBO  language,  OK? 

What  you  are  saying  is  that  Medicaid  and  Medicare,  for  example, 
are  expected  by  the  Congressional  Budget  Office  to  rise  at  a  faster 
level  if  left  untouched  than  the  administration  does. 

They  expect,  just  naturally,  for  there  to  be  a  drop  in  health  care 
costs,  more  than  what  you  would  think. 

Ms.  O'Neill.  That  is  correct. 

Chairman  Kasich.  OK.  And  what  other  areas  would  there  be  be- 
sides Medicaid  and  Medicare  differences? 

Ms.  O'Neill.  I  think  that,  throughout,  there  is  a  general  tend- 
ency for  the  Congressional  Budget  Office  to  see  higher  rates  of 
growth  than  the  administration  does. 

Chairman  Kasich.  They  also  claim  interest  savings  because  they 
say  they  cut  the  budget  so  much? 

Ms.  O'Neill.  Yes;  that  is  a  different  matter. 

Chairman  Kasich.  But  that  is  another  matter? 

Ms.  O'Neill.  That  is  another  matter. 

Chairman  Kasich.  OK,  another  sin? 
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Ms.  O'Neill.  In  this  case,  we  could  not  give  credit  for  a  fiscal 
dividend  that  would  arise  as  a  result  of  reducing  the  deficit  because 
we  do  not  see  that  the  budget  is  balanced.  The  administration  be- 
lieves that  as  a  result  of  balancing  the  budget  within  their  frame- 
work  

Chairman  Kasich.  So,  in  other  words,  you  do  not  believe  their 
budget  is  balanced? 

Ms.  O'Neill.  We  do  not  believe  that,  no;  we  have  estimated  that 
the  deficit  will 

Chairman  Kasich.  So  the  President  does  not  have  a  plan 

Ms.  O'Neill  [continuing].  Remain  at  $200  billion,  which  is  a 
large  deficit. 

Chairman  Kasich.  So  you  have  not  seen  a  plan  from  the  Presi- 
dent that  balances  the  budget  in  any  way,  shape,  or  form,  is  that 
correct? 

Ms.  O'Neill.  That  is  correct. 

Chairman  Kasich.  OK.  Now,  in  the  interest  savings  they  claim 
there  is  about  what?  By  balancing  the  budget,  which  you  say  they 
do  not  do,  how  much  do  they  claim  in  savings? 

Ms.  O'Neill.  They  claim  about  $55  billion — that  is,  in  1  year,  for 
2005.  Figured  over  the  whole  period,  of  course,  savings  would  be 
more. 

Chairman  Kasich.  So  you  have  them  guessing  we  are  going  to 
spend  less  than  what  you  think  we  are  going  to  do.  They  claim  an 
interest  savings  as  the  result  of  a  balanced  budget  on  a  balanced 
budget  that  you  say  does  not  exist,  and  give  themselves  a  reward 
for  that. 

And  of  course,  the  economic  growth  assumptions  which  are  all 
based  on  lower  rates  and  lower  interest  and  all  contributes  to  this 
mortal  sin,  as  they  say  in  the  Catholic  world. 

Ms.  O'Neill.  The  difference  is  in  our  inflation  estimates  and  is 
tedious  to  explain.  It  is  described  in  my  written  testimony.  But  the 
difference  turns  out  to  be  quite  important  with  respect  to  revenue 
estimates. 

Chairman  Kasich.  Now,  let  me  ask  you  one  final  question.  What 
about  your  methodology?  You  know,  do  you  not  like  have  people 
that  squirrel  themselves  away  in  these  rooms  and  then  they  kind 
of  come  up  with  these  numbers  based  on  some  subjective  decisions 
on  their  part?  And  this  is  not  rocket  science,  is  it? 

Ms.  O'Neill.  No,  it  is  certainly  not  rocket  science,  but  we  try  to 
keep  the  area  of  subjectivity  as  small  as  possible.  No  one  can  claim 
to  foresee  the  future,  and  there  are  many  variables — for  example, 
Medicare  growth  over  the  next  10  years.  It  would  be  impossible  to 
fully  perceive  what  might  happen.  We  base  our  projections  on  past 
history.  We  analyze  the  elements  that  have  contributed  in  the  past 
to  growth,  and  we  use  those  to  project  into  the  future. 

We  serve  both  Houses  of  Congress,  and  we  serve  both  parties.  So 
we  have  many  people  looking  over  our  shoulders  all  the  time  to 
keep  us  honest.  And  we  do  the  most  honest  job  possible. 

Chairman  Kasich.  Sure. 

Ms.  O'Neill.  We  also  have  a  very  competent  staff,  and  we  try  to 
follow  the  most  recent  research  findings  that  we  can  obtain.  We  are 
constantly  analyzing  these  programs. 
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So  it  is  certainly  not  a  science,  and  we  could  certainly  be  wrong. 
There  is  no  doubt  about  that.  We  have  been  wrong  on  occasion;  I 
would  not  say  that  we  hit  the  target  every  year.  That  certainly 
would  not  be  right. 

Chairman  Kasich.  Well,  so  then  it  is  possible  that  even  though 
the  analysts  make,  you  try  to  keep  their  subjective  judgments  to 
a  minimum,  those  minimal  subjective  judgments  can  yield  very 
large  results  in  final  estimates,  is  that  not  possible? 

Ms.  O'Neill.  That  is  true.  But  because  we  work  back  and  forth 
with  staff  and  the  Congress,  with  staff  and  with  Members,  we  do 
hear  and  respond  to  complaints.  I  do  not  mean  that  we  change  our 
estimates  because  we  get  a  complaint,  but  if  evidence  is  presented 
to  us  that  we  believe  we  have  overlooked,  we  will,  of  course,  take 
it  into  account. 

Chairman  Kasich.  Thank  you. 

There  is  one  other  critical  question.  The  President's  newly  re- 
vised budget  plan  has  $124  billion  in  Medicare  savings — of  course, 
you  could  argue  that  it  is  $190-some  billion  in  Medicare  depending 
on  which  of  these  baselines  and  assumptions  you  use — and  $79  bil- 
lion from  Part  A  hospital  insurance.  Is  this  amount  of  savings,  $79 
billion,  sufficient  to  meet  the  Medicare  trustees'  test  of  financial 
solvency  for  the  trust  fund? 

Ms.  O'Neill.  By  the  trustees'  definition  of  solvency,  it  is  not,  no. 

Chairman  Kasich.  It  is? 

Ms.  O'Neill.  It  is  not. 

Chairman  Kasich.  So,  in  other  words,  they  do  not  meet  the  sol- 
vency requirement  by  the  trustees'  report?  In  other  words.  Medi- 
care will  still  be  insolvent  under  the  administration's  proposal,  is 
that  correct? 

Ms.  O'Neill.  It  will  not  be  in  deficit  in  that  final  year.  However, 
the  trustees'  definition  of  solvency  is  fairly  stringent — it  requires  a 
year's  worth  of  payments  in  the  trust  fund — and  it  would  not  meet 
that  test. 

Chairman  Kasich.  OK.  Thank  you,  Director. 

Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

Let  me  ask  just  a  couple  of  questions.  In  terms  of  the  differences 
between  you  and  the  administration  in  projected  economic  growth, 
you  are  slightly  higher  in  1995  than  the  administration  and  they 
are  slightly  higher  than  you  after. 

Are  the  differences  dramatic?  Are  the  differences  in  economic 
growth  projections  between  you  and  the  administration  dramatic 
over  the  next  7  or  10  years? 

Ms.  O'Neill.  The  difference  in  growth  in  a  single  year — which  in 
some  years  is  one-tenth  of  a  percent  and  in  some  years  two-tenths 
of  a  percent — is  not  dramatic,  but  cumulated  over  a  number  of 
years  it  leads  to  a  significant  difference  in  the  estimates. 

Mr.  Sabo.  I  notice  on  interest  rates,  0MB  is  actually  projecting 
higher  interest  rates  than  CBO  is. 

Ms.  O'Neill.  For  their  baseline  scenario,  I  believe  that  is  true. 

Mr.  Sabo.  That  is  right. 

Ms.  O'Neill.  But  they  then  reduce  them  because  of  the  reduction 
in  the  deficit. 

Mr.  Sabo.  The  so-called  growth  bonus  or 
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Ms.  O'Neill.  The  growth  formula. 

Mr.  Sabo.  Yes. 

Ms.  O'Neill.  Right. 

Mr.  Sabo.  You  will  score  it,  if  under  other  scoring  techniques, 
somebody  is  not  balanced.  My  understanding  is,  however,  there  is 
also  another  difference.  And  over  the  years  we  have  tried  to  mini- 
mize technical  differences.  It  is  my  understanding  that  there  is  also 
a  technical  difference.  Even  if  you  had  the  same  amount  of  total 
GDP,  I  understand  there  is  a  different  methodology  by  which  you 
and  Joint  Tax  estimate  total  revenue  versus  what  0MB  does?  That 
has  not  been  resolved  over  the  years,  is  that  accurate? 

Ms.  O'Neill.  I  think  we  are  pretty  close  to  the  administration  in 
the  basic  revenue  estimates.  Because  of  differences  in  economic  as- 
sumptions, we  would  diverge,  but  in  terms  of  the  technical  esti- 
mates, I  believe  we  are 

.     Mr.  Sabo.  I  have  been  told  there  is  some  difference 

Ms.  O'Neill  [continuing].  Fairly  similar,  but 

Mr.  Sabo  [continuing].  In  that  technical  system  that  has  existed 
over  the  years.  Let  me  ask  another  question. 

I  am  curious,  as  you  score  proposals  for  change  in  health  care, 
particularly  let  us  say  Medicaid,  if  one  is  moving  from  a  reimburse- 
ment system  to  a  block  grant  proposal,  how  you  score  transition 
costs?  Because  I  would  assume  under  any  block  grant  proposal  the 
money  is  paid  upfront  on  a  monthly  or  quarterly  basis.  And  that 
while  the  existing  system  is  a  reimbursable  system  where  the  Fed- 
eral Government  is  reimbursing  after  bills  have  been  paid.  In  my 
understanding  we  can  continue  to  reimburse  States  under  Medic- 
aid for  several  years.  As  bills  slowly  come  in  from  providers,  States 
have  varying  patterns  for  filing  for  final  settlement  from  the  Fed- 
eral Government  on  the  Federal  share  of  costs. 

I  wonder  how  you  will  coordinate,  particularly  if  it  is  changing 
from  a  reimbursable  system  to  a  block  grant,  the  costs  over  a  2- 
or  3-year  transition  period  where  we  are  really  paying  both  the 
block  grant  money  and  still  continuing  to  reimburse  for  their  old 
reimbursable  system? 

Ms.  O'Neill.  I  really  cannot  answer  that  question.  I  do  not  know 
the  details  of  a  transition  or  how  it  would  be  arranged.  There  is 
no  final  plan  yet  for  Medicaid;  there  is  no  legislation  to  point  to 
that  would  specify  the  details.  So  I  cannot  answer  that  question. 

Mr.  Sabo.  So  you  are  scoring  the  administration  program  or  the 
majority's  proposal,  those  are  the  kinds  of  things  which  you  cannot 
score? 

Ms.  O'Neill.  When  we  came  to  score  it,  we  would  then  be  given 
the  details  of  how 

Mr.  Sabo.  But  as  we  have  scored  things  today  to  say  you  have 
in  effect  achieved  balance  and  give  you  the  interest  rate  bonus? 
That  is  assuming  somehow  those  numbers  will  be  achieved  wheth- 
er the  actual  legislation  gets  there. 

Let  me  ask  also  the  question,  how  that  relates  to  what  kind  of 
time  lag,  if  you  are  aware  of  it,  we  have  in  Medicare?  Because  I 
know  it  exists  in  Medicaid  and  I  assume  it  exists,  in  some  form, 
in  Medicare,  too. 

Ms.  O'Neill.  I  am  not  sure,  Mr.  Sabo,  what  you  mean  by  a  time 
lag. 
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Mr.  Sabo.  Lag  between  when  bills  for  services  are  rendered,  from 
the  time  that  either  a  provider  or  beneficiaries  are  reimbursed  by 
Medicare  for  the  cost  of  that  procedure? 

Ms.  O'Neill.  Under  CBO's  current  estimating  system,  that  is  a 
built-in  component.  If  there  was  some  change  that  we  knew  about, 
we  would  make  a  change  in  the  estimate.  But  usually  what  we  ob- 
serve are  the  total  spending  patterns  in  different  categories. 

Mr.  Sabo.  I  am  just  curious.  We  are  headed,  clearly  if  everything 
goes  well  for  the  majority  and  assuming  they  can  pass  everything 
on  schedule,  we  are  probably  not  looking  at  a  conference  report 
until  November.  We  are  well  into  the  fiscal  year.  And  we  are  mak- 
ing assumptions  for  changes  in  programs  like  Medicaid  for  a  full 
year  when,  in  fact,  any  changes  this  year  are  likely  to  be  very  dif- 
ficult to  make  adjustments  to. 

Ms.  O'Neill.  The  average  payment  lag  in  Medicare  Part  A,  the 
hospital  insurance  portion,  is  around  2  months  between  the  sub- 
mission and  the  payment  of  beneficiary  claims. 

Mr.  Sabo.  What  about  Part  B? 

Ms.  O'Neill.  Between  the  time  the  costs  are  incurred  and  the 
payments  are  made,  that  lag  is  around  2  months.  That  is,  it  is  the 
average  lag  for  both. 

Mr.  Sabo.  OK. 

Chairman  Kasich.  We  have  Dr.  Rivlin  coming  in  soon  and  I 
know  that  I  talked  too  much  today.  So,  we  will  try  to  take  whoever 
really  feels  compelled  and  whoever  is  not  compelled  to  ask  here,  we 
will  put  you  up  at  the  front  of  the  order  for  Dr.  Rivlin. 

Congressman  Hobson. 

Mr.  Hobson.  With  that  admonishment,  I  will  ask  only  one  quick 
question  I  hope.  When  you  look  at  the  two  proposals,  the  Presi- 
dent's latest  proposal  and  you  look  at  our  proposals,  what  kind  of 
differences  in  detailing  do  you  have  between  the  two  proposals? 

Do  you  have  detail  that  you  can  look  at  from  our  proposal  versus 
their  proposal,  where  you  can  go  back  and  forth;  or  is  one  limited 
and  the  other  one  not  limited? 

Ms.  O'Neill.  With  respect  to  the  budget  resolution,  we  were  pre- 
sented with  illustrative  paths  and  sometimes  more  than  one  illus- 
trative path  indicating  how  it  would  be  possible  to  get  to  a  bal- 
anced budget. 

I  will  come  to  the  administration's  estimates  in  a  minute.  With 
respect  to  our  role  in  the  congressional  budget  process,  we  are 
going  to  be  the  agency  that  will  certify  whether  the  budget  actually 
adds  up — whether  a  balanced  budget  is  actually  attained  and 
whether  we  believe  what  the  committees  have  passed  is  accurate. 

When  it  came  to  estimating  the  President's  budget,  not  only  were 
we  not  privy  to  the  details  but  we  also  have  no  role  in  guarantee- 
ing that  those  savings  would  actually  be  achieved.  We  have  no  say 
at  all  over  those  estimates.  And  that  is  an  important  difference 
that  explains  why  we  were  unwilling  to  ascribe  even  a  small  fiscal 
dividend  to  the  plan  and  to  incorporate  that  into  our  estimates  of 
the  President's  numbers. 

Another  point  is  that  we  accepted  in  its  entirety  the  administra- 
tion's scoring  of  the  savings  from  its  policies.  As  I  pointed  out  in 
my  remarks,  the  President's  policies  include  a  number  of  new  pro- 
grams as  well  as  proposed  reductions.  Without  costing  those  out. 
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we  really  cannot,  with  very  much  confidence,  say  for  sure  what 
those  savings  would  be.  So  we  are  really  in  a  different  position 
when  it  comes  to  estimates  of  the  President's  plan. 

With  respect  to  at  least  one  account,  student  loans,  more  detail 
has  been  presented  recently,  but  we  know  that  we  would  score  the 
policy  proposal  to  convert  those  programs  into  direct  student  loans 
differently  than  the  administration  has.  The  President's  budget 
claims  an  expenditure  saving — savings  in  outlays — from  moving  to 
direct  student  loans.  We  would  not  score  it  that  way  because  we 
use  a  different  principle,  as  I  think  you  know,  for  that  account. 

So  we  are  not  really  certain  about  the  estimates  that  we  have 
made  of  the  President's  budgetary  proposals.  We  also  feel  that  it 
is  frequently  the  case  that  when  CBO  reestimates  the  President's 
budget,  we  find  fewer  savings  than  have  been  claimed  or,  in  the 
case  of  new  programs,  higher  costs. 

Mr.  HOBSON.  So  what  you  are  saying  is  the  President  comes  out 
and  just  puts  out  numbers,  and  you  do  not  get  any  detail  to  back 
them  up 

Ms.  O'Neill.  We  have  given  the  administration  the  benefit  of  the 
doubt  and  used  the  savings  that  0MB  estimated  in  doing  our  cal- 
culations. We  used  our  baseline  but  their  estimated  savings. 

Mr.  HOBSON.  But  you  do  not  know  how  they  got  there? 

Ms.  O'Neill.  No,  because  we  do  not  know  the  details  of  the  poli- 
cies. 

Mr.  HOBSON.  So  that  is  why  you  do  not  give  a  lot  of  credibility? 

Ms.  O'Neill.  Actually,  the  President's  budget  sketches  out  the 
new  proposed  spending  more  than  it  sketches  out  the  mechanisms 
for  reducing  expenditures. 

Mr.  HoBSON.  So  it  would  not  be  unreasonable  to  have  some  sus- 
picions about  whether  these  numbers  are  more  than  a  hope  and  a 
prayer  and  maybe  we  are  going  to  see  another  one  in  a  couple  of 
months,  playing  around  with  it  again? 

Ms.  O'Neill.  Well,  we  have  literally  accepted  them. 

Mr.  HOBSON.  You  are  very  kind. 

Thank  you,  Doctor. 

Chairman  Kasich.  Can  we  get  you  to  do  that  for  us?  [Laughter.] 

Mr.  Stenholm. 

Mr.  Stenholm.  Thank  you,  Mr.  Chairman. 

As  we  all  understand  today  is  beat  up  on  the  President  day.  I 
can  understand  that,  and  appreciate  that.  As  I  did  when  President 
Clinton  announced  his  revised  budget,  I  commend  him  for  embrac- 
ing the  commitment  to  a  balanced  budget  in  a  time  certain. 

We  all  need  to  be  working  from  the  same  baseline.  The  Presi- 
dent's assumptions  are  different  from  CBO's,  but  they  are  not  un- 
reasonable as  Dr.  O'Neill  has  stated  in  her  testimony. 

Still,  Congress  works  from  CBO  numbers  and  we  should  and 
must  continue  to  do  so.  That  means  the  President's  budget  needs 
some  adjustments  to  reach  balance.  Needless  to  say,  the  Presi- 
dent's revised  budget  was  not  exactly  what  I  have  or  did  put  to- 
gether, but  there  was  at  least  as  much  of  his  budget  as  there  was 
in  the  budget  that  passed  that  I  liked.  If  you  will  notice  the  CBO's 
revised  numbers  on  the  President's  reductions  in  Medicare  growth, 
his  numbers  are  virtually  identical  to  those  in  the  budget  which 
Bill  Orton,  Glenn  Browder,  and  I  prepared. 
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And  I  would  make  one  observation.  In  our  budget,  based  on  CBO 
scoring,  it  required  $164  billion  to  make  Medicare  solvent  according 
to  all  of  the  information  we  had.  We  put  in  reductions  in  rate  of 
increase  of  $173  billion.  My  question  today  is,  why  do  you,  in  your 
budget,  need  $270  billion?  What  is  the  other  $109  billion  for?  Obvi- 
ously to  pay  for  a  tax  cut. 

Here  I  say  select  carefully  your  words  today.  It  was  fun  watching 
the  television  clip  today.  It  is  going  to  be  equally  interesting  watch- 
ing the  television  clip  of  the  comments  that  were  made  and  the 
charts  and  all  today  when  CBO  is  asked  to  score  honestly  the  rec- 
onciliation bill,  which  will  be  developed,  hopefully,  in  a  bipartisan 
way.  The  hole  is  getting  deeper. 

Now,  everything  must  go  right  to  meet  the  numbers  in  your 
budget.  I  passed  out  three  charts  for  each  of  you  to  look  at,  and 
Dr.  O'Neill,  I  am  going  to  ask  a  question  of  you.  Let  me  use,  as 
an  example,  one  other  possible  problem — the  bonus  for  reaching  a 
balanced  budget  which  CBO  scored  earlier  in  the  year. 

CBO  projected  lower  interest  costs  and  increased  revenues  to  the 
Federal  Government  from  lower  interest  rates  and  higher  national 
income.  CBO's  analysis  was  dependent  on  the  financial  markets 
finding  the  deficit  reduction  package  credible.  And  CBO  laid  out  an 
illustrative,  smooth  path  to  balance.  Chart  No.  1.  I  have  distributed 
a  bar  chart  showing  CBO's  illustrated  path. 

Secondly,  I  have  distributed  a  chart  showing  the  deficit  reduction 
path  which  our  substitute  budget  laid  out.  As  you  will  see,  the 
paths  are  nearly  identical  or,  in  most  years,  our  reductions  are  ac- 
tually a  little  greater  than  CBO's. 

Thirdly,  I  have  distributed  a  chart  which  is  an  estimate  of  the 
deficit  reduction  projected  under  the  congressionally  approved  con- 
ference agreement.  Let  me  say,  from  the  outset,  that  I  had  to  make 
an  estimate  because  the  deficit  numbers  included  in  the  conference 
report  did  not  show  the  impact  on  the  deficit  of  the  tax  cut.  My  es- 
timate assumed  the  enactment  of  a  scaled-down  version  of  the 
House-passed  tax  bill  which  does  not  include  neutral  cost  recovery 
and  reduces  the  cost  of  all  other  tax  cuts  by  30  percent  in  each 
year. 

Again,  the  size  of  the  tax  cut  in  each  year  can  only  be  estimated 
because  the  budget  resolution  does  not  specify  the  amount  of  the 
tax  cut  in  each  year.  The  tax  writing  committees  will  determine  the 
magnitude  of  the  tax  cut  each  year,  but  the  total  tax  cut  may  not 
exceed  $245  billion  over  7  years  or  $50  billion  in  2002.  As  you  can 
see,  this  deficit  reduction  glide  path  varies  significantly  from  CBO's 
path. 

My  question  to  you,  Director  O'Neill,  is  what  kind  of  bonus  you 
would  score  from  this  third  glide  path,  if  that  turns  out  to  be  accu- 
rate in  our  estimating?  As  you  know,  the  conference  agreement 
does  not  give  you  any  choice,  you  are  mandated  to  score  a  full 
bonus.  But  were  a  glide  path  to  follow  the  third  line,  would  you  feel 
that  it  would  deserve  a  full  $170-billion  bonus  over  7  years? 

Ms.  O'Neill.  Figure  1  in  my  prepared  testimony  shows  the  CBO 
baseline,  the  President's  July  budget  as  estimated  by  CBO,  and  the 
conference  budget  resolution. 

As  you  can  see,  the  important  point  is  that  the  difference  be- 
tween the  CBO  baseline  and  the  President's  July  budget  estimate 
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is  very  small  in  the  first  few  years.  It  widens  over  time,  but  it  is 
certainly  much  smaller  than  the  difference  between  the  baseline 
and  the  conference  budget  resolution  without  the  tax  cut  or  the  fis- 
cal dividend.  By  2002,  the  big  point  is  that  the  conference  budget 
resolution  may  not  follow  the  illustrative  path  literally,  but  our 
models  cannot  take  account  of  small  differences  like  that. 

The  path  shown  by  the  conference  budget  resolution,  without  the 
tax  cut  or  the  fiscal  dividend,  does,  in  fact,  show  balance  by  2002, 
and  it  does  so  relatively  smoothly.  It  diverges  from  the  baseline  sig- 
nificantly every  single  year.  That  is  not  the  case  with  the  Presi- 
dent's July  budget. 

Now,  I  cannot  speak  to 

Mr.  Stenholm.  I  was  just  asking  you  to  look  at  it  if  your- 


Ms.  O'Neill  [continuing].  I  do  not  know  how  these  numbers  were 
calculated,  but  I  would  be  happy  to 

Mr.  Stenholm.  I  said  these  were  estimates.  And  I  am  saying 
that  if  it  should  turn  out  that  the  third  page  of  charts  turn  out  to 
be  accurate,  could  you  score  a  full  $170-billion  bonus?  If  it  turns 
out  that  instead  of  the  deficit  going  down  it  goes  up  for  the  first 
2  years  and  then  starts  down  to  balance,  could  you  score  the  same 
bonus  for  deficit  reduction  that  you  scored  originally,  and  that  we 
tried  to  conform  to  in  the  budget,  that  we  put  forward  as  an  alter- 
native? That  is  my  question. 

Ms.  O'Neill.  It  depends  on  how  aberrational  it  was.  If  it  jumped 
above  the  baseline,  obviously  we  could  not.  Mr.  Stenholm,  your  pro- 
posal appears  to  be  fairly  close  to  the  conference  budget  resolution, 
and  it  would  probably  be  scored  the  same  way.  In  other  words,  it 
would  be  credited  with  the  same  fiscal  dividend  because  the  deficit 
is  essentially  the  same.  It  would  only  be  in  the  case  of  wide 
divergences  that  we  would  score  it  differently,  but  that  does  not  ap- 
pear to  be  the  case. 

Mr.  Stenholm.  Thank  you. 

Chairman  KasICH.  Is  there  anybody  else  who  has  questions  for 
our  witness  on  this  side? 

Mr.  Smith,  you  are  recognized,  and  Mr.  Horton  and  then  we  can 
get  to  Dr.  Rivlin. 

Mr.  Smith  of  Texas.  Dr.  O'Neill,  we  saw  a  few  minutes  ago  on 
the  tape  that  President  Clinton  said,  on  a  nationwide  address  in 
1993,  that  he  was  going  to  rely  upon  the  CBO  projections  because 
he,  "wanted  to  shoot  straight  with  the  American  people." 

Have  there  been  any  changes  in  policy  at  CBO  that  would  justify 
President  Clinton's  change  of  position?  Is  CBO  less  reliable  this 
year  than  a  year  or  two  ago? 

Ms.  O'Neill.  I  certainly  hope  not.  It  is  essentially  the  same 
group  of  people.  I  am  different  from  Bob  Reischauer,  but  in  many 
ways — actually  in  terms  of  our  schooling — we  are  almost  identical. 
We  went  to  the  same  university. 

Mr.  Smith  of  Texas.  So  with  no  change  of  policies,  there  is  no 
substantive  reason  why  there  would  have  been  a  change  of  heart 
on  the  part  of  the  administration,  that  you  know  of? 

Ms.  O'Neill.  No,  not  in  terms  of  CBO.  But  of  course  the  Presi- 
dent has  a  perfect  right  to  use  whatever  estimates  he  pleases. 

Mr.  Smith  of  Texas.  I  understand  that. 
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Dr.  O'Neill,  let  me  ask  another  question  and  that  is  that  during 
the  Presidential  campaign  of  1992,  candidate  Clinton  said  he  had 
a  plan  to  balance  the  budget  in  5  years.  After  the  election  he  said 
he  saw  no  need  to  balance  the  budget. 

Then  on  a  radio  talk  show  he  said  he  could  balance  the  budget 
in  7  years.  Then  he  submitted  a  budget  that  never  balanced  the 
budget.  Then  he  said  he  had  a  plan  to  balance  the  budget  in  10 
years.  Then  he  said  he  had  a  plan  that  would  balance  the  budget 
in  9  years. 

Should  we  believe  what  he  said  first,  what  he  said  last,  none  of 
the  above?  Which  President  Clinton  statement  do  you  think  we 
ought  to  believe? 

Ms.  O'Neill.  I  think  that  you  have  to  take  each  plan  at  its 

Mr.  Smith  of  Texas.  OK,  let  us  do  that.  Has  any  plan  submitted 
by  the  President,  under  your  projections,  balanced  the  budget? 

Ms.  O'Neill.  CBO  did  a  reestimate  of  the  President's  February 
budget  which  did  not  claim  to  balance  the  budget  and  indeed  did 
not  achieve  balance.  We  have  now  done  this  recent  reestimate,  and, 
as  I  have  said,  the  President's  July  proposal  does  not  balance  the 
budget,  according  to  our  estimates. 

Mr.  Smith  of  Texas.  Right. 

It  seems  to  me  the  President  does  not  want  to  balance  the  budg- 
et. He  may  want  to  tilt  the  country.  I  think  that  is  the  way  we  are 
trying  to  get  to  the  balanced  budget  after  all  these  different  projec- 
tions and  all  the  different  promises  that  were  made.  But  just  to  put 
it  on  the  record  what,  under  the  current,  most  recent  President 
Clinton  plan,  what  is  the  deficit  when,  the  year  he  says  he  would 
balance  the  budget,  under  your  projections? 

Ms.  O'Neill.  It  is  $200  billion. 

Mr.  Smith  of  Texas.  President  Clinton  implied  in  1993  that  he 
would  use  CBO  economic  assumptions,  according  to  one  adminis- 
tration official,  to  avoid  manipulation  of  economic  assumptions. 

So  we  have  this  statement  that  he  was  going  to  use  CBO  as- 
sumptions to  avoid  manipulation  of  economic  assumptions,  but  is 
that  not  just  what  is  being  done  when  there  is  no  longer  reliance 
upon  CBO  scoring? 

Ms.  O'Neill.  I  have  no  reason  to  believe  that  any  particular  ma- 
nipulation has  occurred.  It  is  not  really  for  me  to  evaluate  that.  I 
was  not  privy  to  the  development  of  the  figures. 

Mr.  Smith  of  Texas.  That  is  a  tough  question.  I  did  not  really 
expect  you  to  answer  that.  But  let  me  ask  you  a  question  I  think 
you  can  answer. 

That  is  if  you  look  at  the  effort  to  balance  the  budget  in  7  years 
versus  10  years,  is  it  not  more  difficult  to  balance  a  budget  in  10 
years  because  on  the  outlying  years  the  deficit  starts  going  up  and, 
therefore,  it  is  going  to  be  more  difficult  to  balance  the  budget  the 
longer  we  wait  rather  than  trying  to  balance  it  in  7  years? 

Ms.  O'Neill.  The  more  you  push  the  problem  into  the  future,  the 
more  you  decrease  the  likelihood  that  balance  will  occur,  especially 
if  the  savings  are  backloaded  so  that  they  occur  largely  in  the  out- 
years  rather  than  in  the  near  term. 

Mr.  Smith  of  Texas.  So  it  would  be  easier  from  the  practical 
point  of  view  to  balance  it  in  7  years  than  10  years? 
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Ms.  O'Neill.  It  is  not  a  question  of  that.  It  is  tougher  to  balance 
it,  of  course,  in  a  short  amount  of  time.  You  have  to  face  up  to 
doing  many  unpleasant  things.  In  terms  of  assessing  the  chances 
that  balance  will  be  achieved,  that  seems  to  me  to  be  a  political 
question,  which  I  should  perhaps  not  answer. 

Mr.  Smith  of  Texas.  No,  no,  it  is  not  a  political  question.  I 
thought  this  was  an  economic  question. 

Ms.  O'Neill.  No.  It  is  rather,  if  the  day  of  attaining  balance  is 
pushed  farther  away,  will  there  be  the  same  discipline  present  for 
actually  getting  there — because  it  is  future  Congresses  that  are 
going  to  be  determining  a  lot  of  the  spending  that  would  go  on. 

Mr.  Smith  of  Texas.  Right. 

My  question  really  went  to  the  fact  that  under  the  CBO  projec- 
tions, once  you  got  past  7  years,  does  not  the  deficit  start  to  go  up? 

Ms.  O'Neill.  The  deficit  goes  up. 

Mr.  Smith  of  Texas.  OK,  and  my  point  there  is,  therefore,  it  is 
going  to  be,  shall  we  say,  less  difficult,  we  will  have  to  make  fewer 
reductions  in  spending  if  you  balance  it  in  7  years  than  in  the  10 
years? 

Ms.  O'Neill.  Particularly  if  it  is  backloaded.  If  big  cuts  were 
made  within  the  next  few  years,  it  would  be  a  different  story  be- 
cause you  would  then  be  speeding  along. 

Mr.  Smith  of  Texas.  Right,  OK,  you  have  answered  the  ques- 
tion. Thank  you.  Dr.  O'Neill. 

Chairman  Kasich.  Mr.  Orton. 

Mr.  Orton.  Thank  you,  Mr.  Chairman.  And  thank  you.  Dr. 
O'Neill.  I  am  over  here  on  your  right,  way  over  here  on  the  side. 

I  am  one  who  agrees  with  the  chairman  about  the  importance  of 
scoring  and  accuracy  in  scoring  and  the  need  to  use  the  same  num- 
bers. I  am  concerned  that  in  the  House-passed  version  of  the  budg- 
et, we  included  a  $354-billion  tax  cut.  In  the  conference  version  of 
the  budget,  conference  agreement  had  a  $245-billion  tax  cut.  That 
is  a  $109-billion  difference. 

Chairman  Archer,  chairman  of  Ways  and  Means,  indicated  after 
passage  of  the  conference  agreement  that  he  felt  the  Ways  and 
Means  Committee  should  not  have  to  rewrite  the  tax  bill  as  part 
of  the  reconciliation.  He  suggested  a  procedural  maneuver  which 
would  simply  reduce  the  tax  cuts  by  31  percent,  the  difference  be- 
tween the  $245  billion  and  $354  billion. 

And  he  indicated  in  a  speech  to  the  National  Association  of  Man- 
ufacturers that  he  believed  that  CBO  would  score  it  "in  compliance 
with  the  budget  agreement." 

I  have  a  concern,  especially  since  the  Tax  Code  is  very  complex, 
with  a  variety  of  different  limitations,  eligibility  requirements,  et 
cetera,  et  cetera.  Can  CBO  score  such  a  procedural  change  of  just 
the  reduction  of  31  percent  of  these  items? 

Does  CBO  and  your  estimators  not  have  to  have  specific  statu- 
tory language  on  a  title-by-title,  section-by-section  basis  in  order  to 
give  us  scoring  on  the  tax  cut? 

And  I  have  a  followup,  so  if  you  could  be  very  brief. 

Ms.  O'Neill.  We  do  not  do  the  scoring  of  the  tax  cut.  That  is 
done  by  the  Joint  Committee  on  Taxation. 

Mr.  Orton.  Right  and  I  do  not  have  Ken  Kies  sitting  here,  al- 
though I  would  like  to. 
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Ms.  O'Neill.  This  year,  our  role  is  in  the  certification  process. 
And  that  would  be  a  matter  of  examining  what  the  Joint  Commit- 
tee on  Taxation  has  done. 

Mr.  Orton.  ok,  well,  let  me  just  proceed. 

There  are  at  least  18  different  tax  cuts  in  the  conference  agree- 
ment. Of  those,  you  can  imagine  how  you  could  score  a  31-percent 
reduction  of  the  $500-per-child  tax  credit.  That  is  simple.  You  take 
31  percent,  you  lower  the  credit  from  $500  down  to  $345. 

But  there  are  other  provisions  in  the  conference  agreement  that 
are  not  so  easy.  For  example,  we  are  repealing  in  that  bill  the  cor- 
porate alternative  minimum  tax.  How  do  you  repeal  69  percent  of 
the  corporate  alternative  minimum  tax?  Do  you  leave  31  percent  of 
the  corporate  alternative  minimum  tax  in  place? 

There  are  also  technical  adjustments  which  have  revenue  im- 
pacts, gains  or  losses.  How  do  you  have  31  percent  of  the  technical 
correction  not  be  made  and  you  only  make  69  percent  of  the  tech- 
nical correction? 

What  about  the  depreciation  cutbacks?  If,  in  fact,  we  are  going 
to  simply  say  the  depreciation  deductions  are  going  to  be  reduced 
by  31  percent,  would  that  not,  in  some  instances,  have  a  lower  de- 
preciation deduction  after  the  31-percent  reduction  of  the  new  pro- 
visions than  you  have  under  the  current  law? 

What  about  the  alternative  minimum  tax  for  individuals?  Be- 
tween now  and  2000,  some  of  those  provisions  are  changed  and  re- 
pealed. As  of  2000  the  entire  individual  alternative  minimum  tax 
is  repealed.  How  would  you  calculate  that  if  you  were  an  individ- 
ual? Would  you  first  calculate  your  regular  tax  and  then  calculate 
your  alternative  minimum  tax,  and  pay  31  percent  of  the  difference 
because  we  have  now  reduced  the  tax  benefit  of  eliminating  the  al- 
ternative minimum  tax  by  31  percent? 

And  what  do  you  do  with  the  tax  preference  items?  Are  you  going 
to  reduce  the  tax  preference  items  pro  rata,  31  percent?  And  how 
do  you  then  take  care  of  the  carry-over  of  those  preference  items? 

For  those  of  us  burdened  with  some  knowledge  of  the  Internal 
Revenue  Code  it  seems  impossible  for  CBO  or  Joint  Tax  to  score 
or  for  CBO  to  certify  that  we  are  in  compliance  with  the  Budget 
Act  and  the  budget  agreement  and  in  compliance  with  the  con- 
ference agreement  if  we  do  not  rewrite  the  tax  provisions  in  the 
reconciliation  bill  item-by-item,  section-by-section,  title-by-title. 

If  you  disagree  with  that,  I  would  like  to  hear  how  you  would 
plan  on  scoring  and  certifying  it  with  just  a  31-percent  difference. 
And  if  you  agree  with  that,  then  my  next  question  would  be  for  the 
chairman.  He  has  indicated  that  if  the  committees  that  are  respon- 
sible for  reconciliation  do  not  report  back  to  this  committee  legisla- 
tion which  meets  the  conference  agreement,  this  committee  will 
write  that  legislation. 

And  I  am  wondering  if  I  should  get  ready  to  start  writing  a  tax 
bill,  Mr.  Chairman? 

Chairman  KasicH.  I  suggest,  when  you  go  home  over  the  break, 
that  you  use  the  next  30  days  working  on  that  tax  bill.  We  might 
be  able  to  use  it  when  we  come  back. 

Mr.  Orton.  I  would  like  to  give  Dr.  O'Neill  an  opportunity  to  re- 
spond to  that  whole  list  of  questions. 


27 

Ms.  O'Neill.  I  do  not  think  anybody  could  argue  with  you  about 
the  difficulty  of  doing  such  a  job.  All  I  can  say  is  that  we  will  cer- 
tify a  tax  cut  of  $245  billion  only  if  there  are  specific  changes  in 
the  legislation  that  seem  to  meet  the  criteria  for  certification. 

Chairman  Kasich.  That  was  an  awfully  short — Nick,  I  want  to 
go — no,  I  just 

Mr.  Smith  of  Michigan.  Mr.  Chairman,  allow  me  30  seconds. 

Chairman  Kasich.  Well,  let  us  have  a  vote.  Everybody  in  favor 
of  giving  him  30  seconds,  raise  your  hand.  [A  show  of  hands.] 

You  won  it  because  you  are  such  a  fine  gentleman.  Yes,  sir,  30 
seconds. 

Mr.  Smith  of  Michigan.  Mr.  Chairman,  we  are  here  today  to  de- 
cide whose  figures  we  should  use.  On  the  tax  issue,  responding  to 
Mr.  Orton,  it  is  interesting  to  look  at  this  table.  We  look  at  the  tax 
reduction  that  we  have  proposed  for  those  earning  between 
$100,000  and  $200,000,  Treasury  says  it  is  an  8.6  percent  reduction 
and  Joint  Tax  Committee  says  it  is  a  3.7  percent  tax  cut. 

Likewise,  for  individuals  making  $200,000  or  more.  Treasury 
says  it  is  a  9.9  percent  reduction,  and  Joint  Tax  says  it  is  2.9  per- 
cent. It  seems  important  that  both  in  tax  issues  and  in  budget  is- 
sues we  go  with  the  same  set  of  figures. 

Chairman  Kasich.  Thank  you,  Mr.  Smith. 

I  now  understand  Les  Aspin's  impatience  with  me  over  all  the 
years.  [Laughter.] 

Dr.  O'Neill,  I  want  to  thank  you  for  being  here  today.  Thank  you 
for  your  service,  as  Mr.  Sabo  said,  we  were  commenting  up  here, 
you  have  really  done  a  fine  job.  You  have  everybody  frustrated. 
That  must  mean  you  are  doing  pretty  well.  So,  thank  you  for  being 
with  us. 

Ms.  O'Neill.  That  is  usually  the  rule,  if  everybody  is  mad  at  you, 
then 

Chairman  KASICH.  Yes,  yes. 

Now,  we  will  go  to  Dr.  Rivlin.  June,  if  you  want  to  stay,  you  can 
hang  in  here  if  you  can,  unless  you  are  off-estimating.  If  you  would 
hang  in  here  with  us,  that  would  be  great. 

Alice,  how  long  can  you  be  with  us? 

Ms.  Rivlin.  As  long  as  you  need  me,  Mr.  Chairman. 

Chairman  Kasich.  OK.  That  is  not  a  good  answer  for  you  or  for 
me.  [Laughter.] 

Well,  we  are  going  to  do  this.  We  are  going  to  kind  of  do  this  in 
reverse.  Could  I  get  some  order  in  the  room?  OK.  Dr.  Rivlin,  the 
purpose  of  the  hearing  today,  obviously,  is  to  try  to  figure  out 
whether  we  should  use,  how  we  are  basically  scored  under  the  CBO 
scoring  mechanism  as  compared  to  0MB  and  what  is  the  result? 

Let  us  get  the  first  chart  up  there,  if  we  could.  The  situation  is 
that  using  the  0MB  scoring  we  have  the  President  finally  being 
able  to  balance  the  budget  in  9  years,  but  you  have  the  Republican 
plan  balancing  the  budget  in  5  years,  with  $100  billion  surplus. 

If  we  use  your  assumptions  and  plug  our  plan  in,  we  can  do  it 
in  5  and  we  have  $100  billion  surplus  in  7  years.  Put  the  second 
chart  up.  That  if,  in  fact,  we  used  the  CBO  scoring,  as  you  know 
and  I  know  the  argument  is  you  have  all  these  slight  differences, 
but  they  are  not  slight.  They  are  huge  to  the  tune  of,  as  you  can 
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see  using  CBO  scoring,  $200  billion  deficits  under  the  Clinton  plan. 
And  I  keep  hearing  about  how  you  have  this  balanced  budget  plan. 

As  you  can  see  what  happens  with  our  plan  it  does,  in  fact,  bal- 
ance by  the  year  2002.  And  my  frustration  is  this,  when  we  met 
with  you  and  Leon  it  was  indicated  that  you  folks  had  a  serious 
plan.  I  thought  a  serious  plan  meant  something  that  withstood  the 
rigors  of  CBO.  Why  CBO?  We  will  go  one  more  time  to  the  video 
tape.  You  have  seen  George  Michael,  Alice,  he  always  says  let  us 
go  to  the  video  tape.  We  are  going  to  go  to  the  video  tape  and  show 
you  why  we  are  using  CBO.  [Video  tape  is  played.] 

To  me  one  of  the  critical  statements  in  that  tape  is,  "I  do  not 
want  to  estimate  myself  out  of  this  problem."  And  when  you  take 
the  interest  savings  of  $50  billion  and  the  economic  assumptions, 
the  slower  trend  lines  on  mandatory  spending,  that  is  precisely 
what  you  are  doing. 

I  have  to  tell  you,  doctor,  I  did  not  intend  to  have  this  hearing. 
The  day  the  President's  plan  came  out,  that  week  when  we  all  had 
a  whack  at  it  and  we  held  our  fire,  there  were  some  people  that 
wanted  to  have  a  hearing,  and  I  said  I  do  not  want  to  have  one, 
because  that  gets  politics  in  the  way. 

And  Robert  Rubin  appeared  on  "Meet  the  Press"  together  where 
we  talked,  both  off-camera  and  on-camera,  about  this  problem.  But 
we  constantly  hear  this  talk  about  the  fact  that  the  President  has 
a  balanced  budget.  And  let  me  tell  you,  what  we  are  doing  getting 
into  this  fight  about  whether  he  has  a  balanced  budget  or  not  and 
I  can  do  it  in  9  years  or  whether,  it  is  going  to  create  a  crisis  of 
confidence  with  the  American  people  on  the  fact  that  we  cannot  use 
one  set  of  books. 

I  have  got  to  tell  you  that  I  am  very  concerned  and  I  am  not  kid- 
ding you  about  this.  This  is  not  rhetorical.  As  you  know,  and  Mar- 
tin pointed  out  this  morning — I  got  my  people  all  mad  at  me  be- 
cause of  some  statements  I  made  about  Medicare — I  do  not  want 
to  see  the  government  close  down. 

Ms.  RiVLIN.  Neither  do  we,  Mr.  Chairman. 

Chairman  Kasich.  But  we  cannot,  at  the  end  of  the  day,  put  a 
deal  together  if  we  are  not  dealing  from  the  same  set  of  books.  You 
saw  the  Republicans  laugh  when  the  President  said,  we  will  use 
CBO  and  he  chastised  us  and  said,  this  is  why  we  have  to  do  it. 

And,  you  know  what,  I  had  that  fight  inside  this  committee 
about  whether  we  should  use  all  the  CBO  numbers.  When  we  were 
doing  our  budget  we  fought  in  here  about  whether  our  economic  as- 
sumptions could  vary  from  the  economic  assumptions  of  CBO.  Mr. 
Parker  was  in  those  meetings.  All  the  Republicans  were  in  those 
meetings.  We  had  a  knock-down,  drag-out  about  whether  our  num- 
bers should  be  CBO  numbers,  and  we  drew  the  conclusion  that 
what  the  President  said  ought  to  be  adhered  to. 

And  we  are  not  happy  with  a  lot  of  CBO  stuff  up  here,  on  our 
side  of  the  aisle,  but  what  is  fair  is  fair.  And  I  would  say.  Doctor, 
that  if  we  are  going  to  get  this  thing  resolved  we  have  got  to  start 
leveling  with  each  other  and  we  have  got  to  start  leveling  with  the 
public  as  well. 

And  I  finally  felt  as  though  we  had  to  have  the  hearing  because 
I  do  not  want  to  go  all  of  August — it  is  really  kind  of  a  fair  warn- 
ing— from  the  standpoint  of  that  we  just  cannot  accept  the  fact  that 
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the  President  runs  around  saying  that  he  has  a  balanced  budget 
plan  when  he  does  not.  The  head  of  the  Congressional  Budget  Of- 
fice stated  before  you  got  here,  there  is  no  balanced  budget  plan, 
there  has  never  been  a  balanced  budget  plan  presented  by  the 
White  House.  And  we  have  got  to  just  get  down  to  talking  about 
the  same  set  of  numbers  with  the  same  set  of  assumptions.  No  rosy 
scenario. 

Did  Republicans  use  0MB  in  the  past,  and  come  up  short?  Yes, 
they  did.  And  this  is  an  effort  to  correct  it.  Now,  we  are  in  charge 
and  we  are  having  to  strain  under  the  yoke  of  CBO  but  that  is  the 
referee.  And  if  you  do  not  have  a  referee  you  never  know  when  you 
get  in  the  end  zone  and  when  you  do  not.  The  yard  stick  is  10 
yards  long.  It  is  not  9  yards  long,  or  8  yards  long  or  11  yards  long. 
That  is  why  they  measure  with  the  same  stick  all  the  time. 

And  we  are  not  doing  it  now,  and  I  want  to  get  this  fixed,  Dr. 
Rivlin.  I  want  to  get  this  fixed  because  I  am  telling  you  this  jeop- 
ardizes our  ability  to  get  the  job  done  in  the  final  analysis. 

And  I  know  you  want  to  get  the  job  done,  as  well,  I  know  you 
do.  But  we  cannot  get  it  done  until  we  stop  playing  games  with  one 
another.  We  are  not  playing  a  game,  frankly.  We  used  the  CBO 
numbers  and  it  was  not  fun  and  it  was  not  easy,  but  v/e  did  it.  And 
we  did  it.  This  committee  did  it,  taking  a  lot  of  grief  from  our  own 
colleagues  in  an  effort  to  try  to  meet  the  goal,  and  we  did  it. 

So  we  want  to  hear  a  little  bit  about  how  we  can  reach  agree- 
ment in  a  consensus  here  today.  And  can  we  go  back  to  CBO  scor- 
ing? And  if  you  do  not  want  to,  are  you  going  to  give  us  $100  billion 
surplus?  Is  that  what  you  are  going  to  score  our  plan  as,  $100  bil- 
lion to  the  plus? 

That  is  what  we  really  need  to  know. 

Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

Alice,  welcome  to  the  committee  again. 

Ms.  Rivlin.  Oh,  I  feel  real  welcome,  Mr.  Sabo. 

[Laughter.] 

Mr.  Sabo.  I  expect  and  I  know  that  you  will  have  good  responses 
to  the  chairman. 

I,  frankly,  have  looked  at  the  estimates  and  they  are  a  reminder, 
I  think,  of  what  all  of  us  have  to  keep  in  mind.  That  is  that  we 
speak  as  if  we  have  some  scientific  formula  for  what  the  future  is 
going  to  hold.  The  reality  is  that  the  future  will  be  something  dif- 
ferent than  I  expect  whomever  is  projecting,  whether  it  be  CBO  or 
0MB  or  outside  forecasters.  As  I  look,  your  economic  growth  num- 
bers are  somewhat  higher  than  CBO.  Your  interest  rate  assump- 
tions are  somewhat  higher,  which  costs  us  money. 

Eventually  one  has  to  have  common  agreement  between  the  Con- 
gress and  the  administration  on  those  assumptions,  but  the  two  are 
fairly  similar  in  the  range  that  they  are  in.  But  it  is  a  reminder 
that  over  a  long  term  the  reality  is  that  slight  variations  in  what 
actually  happens  in  the  economy  in  terms  of  growth,  or  slight  vari- 
ations in  what  happens  with  interest  rates  are  going  to  have  an  im- 
mense impact  on  what  happens  to  the  Federal  budget  over  a  period 
of  time. 

And,  as  a  matter  of  fact,  those  things  which  we  do  not  control 
directly  have  great  impact  on  what  happens  with  deficits  over  an 
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extended  period  of  time.  They  may  have  greater  impact  than  the 
decisions  we  make  on  specific  spending  decisions. 

So  it  is  a  reminder  that  we  need  a  Uttle  humility  as  we  try  to 
look  to  the  future,  wherever  we  come  from.  But  I  look  forward  to 
your  testimony.  I  was  one,  on  our  side,  who  thought  the  President 
made  a  significant  contribution  by  coming  with  this  plan.  There  are 
things  that  I  agree  with.  There  are  things  I  disagree  with  in  that 
plan.  I  happen  to  be  one  of  those  people  who  think  we  should  be 
about  reducing  the  deficit,  not  passing  tax  cuts,  whether  it  is  the 
very  large  Republican  plan  or  the  more  modest  targeted  plan  of  the 
President.  But  I  thought  his  proposal  was  a  significant  contribution 
to  moving  us  forward  this  year.  And  so  I  congratulate  him  on  pre- 
senting that  plan  and  you  being  here  to  testify  before  us  today. 
And  welcome,  we  look  forward  to  hearing  your  comments. 

Chairman  Kasich.  Martin,  I  would  like  to  just  make  one  other 
comment.  I  think  you  touched  me  with  a  point  you  made  that  is 
an  important  one  and  that  is  the  issue  of  having  some  humility 
when  you  stick  your  plans  on  the  table  because  the  first  time — as 
it  says  in  the  Bible — you  are  looking  at  the  spec  in  the  other  guy's 
eye  and  you  have  got  to  log  in  yours. 

But  you  know,  my  concern  about  this  is  from  the  standpoint,  you 
know  it  as  well  as  I  do,  that  I  am  the  one  that  is,  in  the  final  anal- 
ysis, going  to  have  my  neck  on  the  chopping  block  out  there,  and 
my  colleagues  are  the  ones  who  are  going  to  push  me  in  the  room 
to  end  up  dealing  with  her.  All  I  am  saying  is  that  I  want  to  have 
confidence  that  the  person  I  am  sitting  across  the  table  from  is 
going  to  be  square,  that  is  all.  And  she  is  under  a  lot  of  pressures 
down  there,  they  all  are.  But  the  message  today  is  we  have  got,  in 
the  final  analysis,  to  begin  to  level  with  one  another. 

But  in  terms  of  trying  to  stick  somebody  or  whether,  I  think  you 
make  a  fair  point.  This  is  not  an  easy  task.  You  have  got  to  be 
careful  of  the  criticism  you  use,  but  I  think  this  one  is  a  very  legiti- 
mate one. 

Yes,  sir. 

Mr.  Sabo.  Mr.  Chairman,  just  so  that  we  calm  the  rhetoric  a  lit- 
tle bit,  too.  I  just  asked  staff  to  get  me  what  we  thought  were  real- 
ly rosy  scenarios.  And  here  we  are  talking  about  one-tenth  or  two- 
tenths  of  a  percent  variation  which  clearly  has  a  significant  impact 
in  the  long  term. 

But  let  me  just  give  you  what  some  prior  history  was.  In  1981- 
1984,  that  period  of  time,  the  CBO  forecast  was  2.6  percent  growth 
and  the  administration  was  3.7.  That  was  1.1  percent  difference. 
From  1982-to-1985  it  was  2.8  versus  3.8  percent.  And  from  1985- 
to-1988  it  was  3.3  to  4  percent.  From  1986-to-1989  it  was  3.3  to  3.8 
percent. 

Now,  we  were  talking,  at  one  point,  of  variations  of  up  to  1  per- 
cent between  CBO  and  0MB.  And  those  were  rosy  scenarios.  What 
the  differences  are  here,  today,  are  very,  very  modest  in  compari- 
son to  differences  that  occurred  during  the  1980's  and  1990's. 

But  it  is  a  reminder  I  would  suggest  again.  The  reality  is  going 
to  be  something  different  than  what  either  CBO  or  0MB  is  project- 
ing, and  we  need  to  keep  in  mind  the  humility  to  know  that  in  the 
long  term  that  reality  is  going  to  have  an  immense  impact. 
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Chairman  Kasich.  I  do  not  disagree.  First  of  all,  I  am  not  going 
to  defend — when  George  Bush  was  putting  his  budgets  together  I 
was  putting  mine  out. 

Mr.  Sabo.  I  know. 

Chairman  Kasich.  I  did  not  agree  with  his  stuff  I  mean  1990 
we  split  our  party  over  what  George  Bush  wanted  to  do  on  eco- 
nomic matters.  But  Bill  Clinton  is  the  one  who  laid  the  marker 
down.  And  remember  what  June  just  said  here,  it  is  a  difference 
on  the  economic  stuff  and  the  economic  stuff  is  a  big  difference.  We 
would  have  loved  to  have  scooped  up  another  $40  or  $50  billion  be- 
cause we  discussed  it  in  here  when  we  were  putting  the  budget  to- 
gether. But  it  is  the  interest  savings,  it  is  the  growth  rates  of  Medi- 
care and  Medicaid,  it  is  a  whole  litany  of  things  that  all  add  up 
to  a  scenario  and  we  have  got  to  stop  it. 

Do  you  want  me  to  say,  did  Republicans  have  rosy  scenarios? 
Yes.  Yes,  we  did.  And  I  give  Clinton  credit  for  putting  the  heat  on 
us  on  0MB.  This  is  a  new  day.  I  mean  we  put  together  the  plan. 
I  mean  we  put  our  guts  on  the  line  here  on  this  plan.  But  let  us 
let  Dr.  Rivlin  go  ahead  and  make  her  presentation  and  see  where 
we  are. 

Dr.  Rivlin, 

STATEMENT  OF  ALICE  M.  RIVLIN,  DIRECTOR,  OFFICE  OF 
MANAGEMENT  AND  BUDGET 

Ms.  Rivlin.  Thank  you,  Mr.  Chairman. 

Let  me  say  a  word  about  our  "Mid-Session  Review"  and  a  word 
about  the  numbers,  and  then  we  can  talk  further  about  it. 

I  think  the  important  thing  is  that  the  administration  and  Con- 
gress now  agree  on  achieving  the  same  goal.  We  agree  that  we 
ought  to  reach  balance  in  a  finite  period.  We  are  now  having  a  de- 
bate about  how  quickly  we  should  get  there  and  how  we  should  do 
it.  But  we  have  made  a  lot  of  progress.  I  have  not  sat  in  this  seat 
before,  and  I  have  been  here  many  times,  at  a  time  in  which  Con- 
gress and  the  President  agreed  upon  the  need  to  balance  the  budg- 
et. We  need  to  do  it  over  a  period  of  several  years.  It  cannot  be 
done  instantly.  While  we  may  have  different  views  about  how  to 
reach  balance,  we  all  agree  that  we  need  to  get  there. 

The  "Mid-Session  Review"  we  released  earlier  this  week  is  un- 
usual. Normally,  0MB  reestimates  the  President's  February  budget 
proposals  in  July  so  that  final  decisions  can  be  made  in  light  of  the 
most  up-to-date  estimates.  But  this  year  we  are  doing  something 
different  because  the  administration  produced  its  budget  in  two 
stages. 

The  February  budget  concentrated  on  reducing  and  restructuring 
discretionary  spending.  It  proposed  reducing  discretionary  spending 
by  reinventing  major  agencies:  Housing  and  Urban  Development, 
Transportation,  and  Energy,  among  others.  And  it  used  the  savings 
from  those  reinvention  efforts  partly  to  pay  for  a  tax  cut  for  aver- 
age families,  and  partly  to  reduce  the  deficit. 

We  proposed  a  tax  cut,  including  a  tax  credit  for  low-  and  mod- 
erate-income families  with  young  children;  tax  deductions  for  edu- 
cation and  training;  and  a  broadening  of  the  individual  retirement 
account  to  encourage  savings. 
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The  discretionary  spending  proposals  shifted  spending  away  from 
lower  priorities  in  order  to  increase  investment  in  education,  train- 
ing, and  science  and  technology  programs  aimed  at  raising  the  pro- 
ductivity and  skills,  and  ultimately  wages,  of  the  American  work 
force.  The  February  budget  was  designed  to  raise  the  standard  of 
living  of  average  families,  both  now  and  in  the  future. 

But  the  February  budget  did  not  make  major  changes  in  entitle- 
ments. Thus,  it  did  not  get  to  balance.  However,  the  administration 
made  clear  that  it  would  be  necessary  to  address  entitlements  in 
order  to  reduce  the  deficit  further  and  said  that  we  would  come 
forth  with  new  proposals,  especially  in  the  areas  of  health  care  and 
welfare  reform. 

In  June,  we  fulfilled  that  promise  and  sent  Congress  a  new  10- 
year  plan  for  balancing  the  budget.  The  new  plan  extended  both 
the  cuts  in  discretionary  spending  and  the  tax  cuts  that  were  in 
our  February  budget.  It  also  continued  the  President's  emphasis  on 
a  leaner  Federal  Government,  one  that  is  more  focused  on  invest- 
ments in  the  future. 

The  10-year  plan  also  revisited  health  care  and  welfare  reform, 
sketching  ways  of  reducing  the  rate  of  growth  in  these  entitlements 
while  maintaining  vital  coverage  for  the  elderly  and  the  vulnerable 
and  moving  welfare  recipients  into  jobs. 

The  10-year  plan  for  balancing  the  budget  is  the  subject  of  our 
"Mid-Session  Review."  The  review  contains  two  pieces  of  good 
news.  One  is  that  our  latest  estimate  for  the  deficit  in  fiscal  1995, 
which  ends  in  less  than  2  months,  is  $160  billion.  While  that  is  still 
a  large  number,  it  represents  the  enormous  progress  that  has  been 
made  since  the  beginning  of  the  Clinton  administration.  The  deficit 
in  fiscal  1992  was  $290  billion,  and  everyone  projected  it  heading 
upward  through  $300  billion. 

So  for  this  fiscal  year,  the  deficit  will  be  approximately  $160  bil- 
lion, 45  percent  lower  than  the  deficit  of  3  years  ago.  It  is  also  far 
lower  than  the  Clinton  administration's  early  1993  estimate  for  the 
fiscal  1995  deficit.  At  that  time,  we  thought  that  our  plan  would 
bring  the  fiscal  1995  deficit  down  to  $242  billion.  We  are  now  re- 
porting that  we  are  at  $160  billion. 

This  administration  has  a  strong  record  of  delivering  on  its  defi- 
cit reduction  promises  and,  indeed,  exceeding  them.  The  chart  we 
have  here  shows  what  has  happened  to  the  deficit  over  this  histori- 
cal period.  We  are  not  talking  about  projections  now. 

The  President's  economic  plan  has  worked  directly  to  cut  spend- 
ing and  increase  revenues.  It  has  also  worked  indirectly  to  improve 
the  economy  and,  hence,  lower  the  deficit  further.  It  has  laid  the 
foundation  for  the  deficit  reduction  plans  we  are  now  considering. 
I  do  not  hear  any  of  the  people  who  predicted  economic  disaster  if 
we  enacted  the  President's  plan  proposing  to  repeal  it  now.  If  we 
had  not  done  what  we  did  in  1993,  we  would  be  in  much  worse 
shape  now. 

The  second  piece  of  good  news  is  that  our  reestimates  confirm 
that  the  policies  announced  in  the  President's  plan  to  balance  the 
budget  would  result  in  a  small  surplus  by  the  year  2005.  Indeed, 
we  now  estimate  that  it  would  be  possible  to  balance  the  budget 
by  2004. 
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We  believe  the  President's  policies  are  moderate  and  sensible, 
and  that  they  represent  the  common  ground  on  which  most  Ameri- 
cans stand.  The  majority  in  Congress  wants  to  finance  a  huge  tax 
cut  whose  benefits  fiow  mostly  to  people  who  do  not  need  them  and 
they  want  to  reach  balance  more  quickly.  Hence,  they  are  propos- 
ing extreme  measures  that  slash  Medicaid  and  Medicare  and  cut 
deeply  into  programs  that  we  need  to  grow  the  economy  and  pro- 
tect the  environment. 

I  think  there  is  a  disconnect  here.  The  objective  of  balancing  the 
budget  is  to  have  a  higher  standard  of  living  in  the  future.  But  the 
Republican  plans  cut  into  skill  training,  student  loans,  and  science 
and  technology — the  very  programs  needed  to  contribute  to  that 
higher  standard  of  living  in  the  future. 

We  believe  the  budget  can  be  balanced  without  these  extreme 
measures.  We  are  prepared  to  work  with  Congress  to  produce  a 
balanced  budget  plan  that  will  serve  Americans  well.  We  believe  it 
is  important  to  have  an  orderly  debate  over  alternative  ways  to  bal- 
ance the  budget  and  allow  for  time  to  air  out  the  differences  and 
craft  a  compromise  that  can  command  bipartisan  support.  We 
should  avoid  making  these  big  decisions  about  the  future  of  the 
country  in  a  crisis  atmosphere,  amid  threats  to  shut  down  the  gov- 
ernment and  cut  off  vital  services  that  people  need. 

The  administration  is  concerned  that  the  congressional  schedule 
is  designed  to  produce  a  crisis.  The  September  22  date  for  commit- 
tee reports  on  reconciliation  to  be  given  to  this  committee  is  al- 
ready too  late  to  make  reasonable  decisions  by  October  1. 

We  have  urged  Congress  to  either  accelerate  its  schedule  so  that 
the  debate  can  proceed  in  a  noncrisis  atmosphere,  or  allow  for  more 
time  by  passing  a  clean  continuing  resolution  and,  if  necessary,  a 
debt  limit  extension. 

Finally,  let  me  say  a  word  about  numbers.  I  was  in  the  gallery 
that  night  in  1993  when  the  President  made  that  speech  and  I  was 
very  pleased,  because  I  am  very  proud  of  CBO.  That  speech  has 
played  a  role  in  the  credibility  that  CBO  has  attained,  and  I  was 
delighted  to  hear  the  President  make  that  statement. 

The  statement  came  against  a  background,  in  the  1980's,  of  very 
rosy  scenarios  coming  out  of  the  Office  of  Management  and  Budget, 
and  more  reasonable,  more  conservative  projections  coming  out  of 
CBO. 

The  differences  between  CBO  and  0MB  have  narrowed  in  recent 
years  and,  at  the  moment,  I  think  anyone  would  say  that  the  dif- 
ferences between  0MB  and  CBO  economic  assumptions  are  minor 
and  well  within  the  range  of  reasonable  opinion.  On  economic 
growth,  for  instance,  which  drives  many  of  the  long-run  revenue 
projections  and  other  things,  0MB  assumes  the  economy  will  grow 
in  the  long  run  at  about  2.5  percent,  after  correcting  for  inflation, 
and  assumes  the  growth  rate  will  then  ease  down  to  2.4  percent. 
The  Congressional  Budget  Office  assumes  a  growth  rate  of  2.3  per- 
cent, moving  up  to  2.4  if  the  balanced  budget  plan  passes. 

Neither  of  these  are  rosy  scenarios.  For  the  most  part,  the  pri- 
vate forecasting  community  projects  economic  growth  to  be  around 
2.6  percent,  some  go  as  high  as  2.7  percent.  Nobody  knows  exactly 
what  is  right,  but  the  differences  are  extremely  small.  They  are  not 
of  the  order  of  magnitude  of  the  differences  that  existed  between 
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CBO  and  0MB  in  the  1980's.  Chart  No.  5  in  my  prepared  testi- 
mony shows  that  there  were  huge  differences  between  the  CBO 
and  0MB  growth  rate  assumptions,  especially  in  the  early  1980's, 
but  they  have  narrowed  considerably  and  are,  for  the  outyears  we 
are  talking  about,  almost  invisible  on  the  chart. 

The  differences  between  estimates  of  medical  care  inflation  are 
also  small.  Those  0MB  and  CBO  differences  are  important,  and 
over  a  long  period  they  drive  the  numbers,  but  the  differences  are 
not  very  large.  They  can  be  worked  out. 

Any  negotiation  that  occurs  between  the  administration  and  Con- 
gress will  have  to  start  from  a  common  baseline.  It  would  not  be 
very  hard  to  agree  on  such  a  baseline.  We  are  prepared  to  work 
with  CBO  at  the  technical  level  and  arrive  at  a  set  of  numbers  we 
can  all  agree  upon.  But  I  do  not  think  this  is  very  important,  Mr. 
Chairman.  These  technical  disputes  should  not  be  allowed  to  ob- 
scure the  more  fundamental  policy  debate  that  the  American  peo- 
ple deserve. 

We  have  two  different  budget  proposals  before  Congress  and  the 
American  people.  Both  are  aimed  at  the  same  goal:  reaching  bal- 
ance in  a  reasonable  period  of  time.  We  need  to  talk  about  the  poli- 
cies in  those  budgets:  How  do  the  priorities  differ?  What  would  the 
cuts  do?  Who  would  suffer?  And,  is  it  worth  it? 

Finger  pointing  about  numbers  obscures  that  policy  debate  and 
I  think  it  makes  it  impossible  for  the  public,  who  ought  to  under- 
stand what  is  going  on  here,  to  comprehend  anything  more  than 
people  are  just  wrangling  over  numbers. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Ms.  Rivlin  follows:] 

Prepared  Statement  of  Alice  M.  Rivlin,  Director,  Office  of  Management  and 

Budget 

Mr.  Chairman,  members  of  the  committee,  I  am  pleased  to  be  here  today  to  dis- 
cuss the  "Mid-Session  Review  of  the  1996  Budget,"  which  we  released  Monday.  The 
mid-session  confirms  this  administration's  great  progress  in  reducing  the  Federal 
deficit  and  in  pursuing  government's  proper  role  to  facilitate  sustainable  economic 
growth. 

We  project  that  the  deficit  for  the  current  year,  fiscal  1995,  will  be  $160  billion — 
$130  billion,  or  45  percent,  below  the  record  1992  deficit  of  $290  billion  that  we  in- 
herited. We  achieved  this  progress  partly  through  the  direct  effects  of  the  Presi- 
dent's 1993  economic  program,  and  partly  through  the  salutary  impact  of  that  pro- 
gram on  the  economy  itself. 

Since  the  President  took  office,  the  economy  has  grown  rapidly — leaving  behind 
what  had  been  a  sluggish  recovery  to  approach  full  utilization  of  its  productive  ca- 
pacity. In  the  first  half  of  this  year,  the  economy  negotiated  the  difficult  transition 
from  rapid  recovery  to  sustainable  expansion.  Though  this  process  had  its  inevitable 
ups  and  downs,  the  economic  fundamentals — business  investment,  export  growth, 
and  productivity  growth — remain  solid. 

As  a  result,  the  economic  outlook  in  the  "Mid-Session  Review"  is  a  favorable  one — 
little  changed  from  the  assumptions  in  the  President's  1996  Budget,  released  in  Feb- 
ruary. The  new  assumptions  reflect  the  greater-than-anticipated  growth  at  the  end 
of  1994,  and  the  counterbalancing  slower  growth  in  the  early  part  of  this  year.  They 
also  incorporate  the  lower  interest  rates  that  we  now  enjoy,  and  the  reduction  in 
interest  rates  that  we  anticipate  will  occur  with  enactment  of  the  President's  bal- 
anced budget  plan. 

With  this  transition  from  rapid  recovery  to  sustainable  expansion  behind  us,  the 
economy  continues  to  show  stability  and  strength.  One  manifestation  is  the  contin- 
ued substantial  decline  in  the  deficit,  giving  us  confidence  that  our  long-run  eco- 
nomic projections  are  sound  and  that  our  deficit  forecast  is  realistic  and  attainable. 
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THE  president's  ECONOMIC  PROGRAM  THUS  FAR 

All  of  this  progress  did  not  come  easily — 2  years  ago,  responsible  observers  univer- 
sally viewed  the  Federal  Government's  long-term  budget  outlook  as  bleak.  They 
foresavk'  growing  deficits  in  the  long  run.  With  no  relief  in  sight,  the  likely  outcome 
was  an  explosion  of  deficits  and  debt. 

By  itself,  this  prospect  was  troubling  enough.  But  its  major  implication  was  even 
more  troubling  for  the  long-run  health  of  our  economy,  and  for  the  key  economic 
problem  before  us — the  likelihood  of  continued  sluggish  growth  in  the  living  stand- 
ards of  average  American  families.  With  a  large  budget  deficit  draining  our  Nation's 
saving,  the  outlook  for  business  investment  was  poor.  Without  strong  investment, 
productivity  would  lag,  dampening  long-term  economic  growth  and  average  wages. 

Though  eliminating  the  deficit  benefits  the  economy  in  the  long  run,  it  requires 
actions  that  have  both  political  and  economic  costs  in  the  short  run.  In  1993,  the 
President  proposed  and  Congress  passed  a  major  deficit  reduction  plan.  While  freez- 
ing overall  appropriations,  the  plan  shifted  priorities,  putting  more  resources  into 
programs  that — like  investments  in  the  private  sector — build  our  Nation's  produc- 
tive capacity  in  the  future.  These  efforts  give  the  private  sector  the  prerequisites — 
highly  skilled  and  trained  workers,  infrastructure,  and  basic  scientific  and  technical 
knowledge — for  increasing  productivity  and  wages.  Over  2  years.  Congress  has  ap- 
proved shifts  of  about  $15  billion  into  these  investments. 

The  benefits  of  the  President's  1993  deficit  reduction  plan  are  already  clear.  The 
economy  responded — far  beyond  our  forecasts.  Though  some  obsen/ers  predicted  job 
loss — even  recession — as  a  result  of  the  President's  plan,  the  economy  has  grown 
more  rapidly  over  a  longer  period  than  at  any  time  in  recent  memory.  Interest  rates 
fell  sharply,  spurring  an  investment  boom.  With  lower  interest  rates,  households 
and  businesses  refinanced  debt  and  shored  up  balance  sheets.  Rapid  economic 
growth  prompted  a  burst  of  job  creation — more  than  7  million  so  far,  over  92  percent 
of  them  in  the  private  sector,  well  ahead  of  schedule  for  the  President's  target  of 
8  million  new  jobs  over  4  years  (see  Chart  1).  At  the  same  time,  inflation  hit  bottom 
and  stayed  there.  As  a  result,  the  deficit  has  fallen  even  more  than  we  projected 
when  the  President  submitted  his  1993  program;  in  fact,  over  7  years,  we  now  esti- 
mate that  the  accumulated  deficits  will  be  more  than  $1  trillion  lower  than  we  origi- 
nally projected  (see  Chart  2). 

Chart  1. — Jobs 
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Chart  2.— Balancing  the  Budget:  The  President's  Economic  Plan 
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In  perhaps  the  best  summary  of  the  state  of  the  economy  today,  Federal  Reserve 
Chairman  Alan  Greenspan  said  that  prospects  for  sustained,  noninflationary  growth 
are  the  best  in  a  generation. 

The  President's  1993  plan  is  the  base  upon  which  we  will  build  future  policy. 
Without  this  plan,  which  no  Member  of  Congress  in  either  party  proposes  to  repeal, 
no  plan  on  the  table  today  would  have  any  chance  of  balancing  the  budget  in  the 
foreseeable  future. 

THE  president's  BALANCED  BUDGET  PLAN 

Our  long-run  deficit  outlook  is  much  improved,  with  the  Nation  carrying  over  $1 
trillion  less  debt  by  the  year  2000  than  anticipated  before  the  President's  plan.  With 
no  change  in  policy,  however,  the  deficit  will  start  to  rise  again  in  several  years, 
for  the  same  reason  that  the  President  pinpointed  from  the  first  days  of  his  admin- 
istration: rising  health  care  costs.  That  is  why,  in  his  State  of  the  Union  Message 
in  January  and  his  budget  in  February,  he  pledged  to  work  with  Congress  to  de- 
velop a  new,  more  incremental  approach  to  health  care  reform.  The  President 
viewed  health  reform  and  other  savings  in  entitlements — including  welfare  reform — 
as  the  next  major  step  to  finally  put  the  problem  of  budget  deficits  to  rest. 

The  House  and  Senate  have  adopted  a  plan  to  balance  the  budget.  As  the  admin- 
istration said  in  June  in  issuing  "The  President's  Economic  Plan:  A  Balanced  Budg- 
et that  Puts  People  First,"  the  Nation  stands  at  an  important  moment  in  its  history. 
For  the  first  time  in  recent  memory,  the  President  and  leaders  in  Congress  agree 
that  we  must  enact  a  plan  to  balance  the  budget.  The  President  stands  ready  to 
work  with  Congress  to  achieve  this  important  goal. 

However,  we  have  grave  concerns  about  the  means  that  Congress  proposes.  As  the 
President  has  said,  the  congressional  budget  resolution  is  extreme;  it  abandons 
many  of  our  shared  goals  and  values — the  common  ground — that  have  made  this 
country  what  it  is. 

The  resolution  seeks  to  reach  balance  by  2002,  and  to  provide  a  huge  tax  cut 
whose  benefits  would  flow  disproportionately  to  people  of  considerable  means  who 
simply  do  not  need  it.  The  resolution  then  cuts  spending  deeply  to  reach  balance. 

Among  the  victims  are  Medicare  and  Medicaid.  The  Medicare  cuts  that  the  House 
specified — the  Senate  gave  no  hint  of  its  substantive  policy — would  bear  unfairly  on 
the  low-  and  moderate-income  elderly,  and  could  severely  affect  the  quality  of  care. 
The  resolution's  Medicaid  cuts  reach  far  beyond  levels  that  any  reasonable  poUcy 
can  achieve.  They  would  threaten  the  well-being  of  low-income  Americans,  including 
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the  indigent  elderly  and  disabled  in  long-term  care.  In  addition,  they  would  reduce 
coverage  of  children  and  risk  sending  those  without  paid  access  into  hospital  emer- 
gency rooms,  further  burdening  the  overall  health  system  with  costs  of  uncompen- 
sated care. 

Another  victim  is  education.  As  we  all  know,  the  fortunes  of  workers  in  a  knowl- 
edge-based economy  depend  on  education  and  training.  Education  is  among  our 
shared  values;  it  is  an  important  underpinning  of  the  American  dream.  We  surely 
should  not  try  to  balance  the  budget  today  at  the  expense  of  the  skills  and  knowl- 
edge we  will  need  to  keep  the  budget  in  balance  tomorrow.  That  strategy  would  de- 
feat the  whole  purpose  of  balancing  the  budget:  raising  the  standard  of  Hving  for 
average  Americans  in  the  long  run. 

The  Federal  role  in  education  is  limited  but  important.  The  Federal  Government 
takes  responsibility  for  preschool  education  for  the  disadvantaged,  some  of  the  par- 
ticularly expensive  services  needed  in  elementary  and  secondary  education — such  as 
special  and  compensatory  education — and  more  broadly  for  the  financing  of  higher 
education  for  the  low-  and  moderate-income  population. 

Without  this  Federal  role,  children  from  low-income  families  would  enter  school 
less  well  prepared,  and  local  school  districts  would  face  the  costs  of  special  pro- 
grams. And  in  particular,  low-income  high  school  graduates — those  without  the  ben- 
efit of  a  family  background  of  higher  education  and  the  clear  promise  of  lucrative 
job  prospects  after  a  college  degree — could  easily  be  deterred  by  the  risk  of  an  accu- 
mulation of  interest-bearing  debt  while  they  attend  college.  That  would  not  only 
waste  scarce  resources;  it  also  would  pull  a  rung  from  what  should  be  a  ladder  of 
opportunity. 

We  must  continue  preparing  our  youth  for  full  participation  in  our  economy.  Driv- 
en by  its  arbitrary  target  for  budget  balance  and  its  ill-targeted  tax  cut,  the  congres- 
sional resolution  would  put  our  progress  in  education  at  unnecessary  risk. 

The  President  put  forward  his  own  balanced  budget  proposal,  one  that  differs 
from  the  congi-essional  resolution  in  two  fundamental  ways. 

1.  It  does  not  choose  a  date  for  budget  balance,  then  force  the  policy  to  meet  the 
date;  rather,  it  chooses  policies  first,  then  lets  the  date  flow  from  them.  We  found 
policies  that,  according  to  our  mid-session  estimates,  can  reach  balance  in  9  years — 
with  painful  restraint,  but  not  abdications  of  Federal  responsibility  in  key  areas  like 
Medicare,  Medicaid,  and  education. 

2.  It  does  not  include  a  large  tax  cut  for  people  who  do  not  need  it.  Instead,  it 
continues  the  more  affordable  tax  cut  proposed  in  the  President's  February  budget, 
targeted  particularly  to  the  education  and  training  needs  of  average  Americans. 

The  spending  cuts  in  the  President's  program  come  in  four  main  areas. 

1.  The  first  is  discretionary  appropriations,  where  we  continue  the  restraint  in  the 
President's  fiscal  year  1996  budget  with  savings  that  amount  to  $200  billion  over 
7  years,  $460  billion  over  10.  These  savings  involve  every  area  of  discretionary 
spending  other  than  a  few  priorities,  for  which  the  President  targets  Federal  re- 
sources to  have  the  greatest  impact  on  future  living  standards  and  prospects  for 
long-term  growth. 

These  include  education  and  training,  where  the  President  provides  full  protection 
for  inflation;  children;  a  small  number  of  science  and  technology  research  priorities, 
including  biomedical  and  behavioral  research  at  the  National  Institutes  of  Health; 
crime  fighting,  with  full  funding  of  the  Violent  Crime  Reduction  Trust  Fund;  and 
environmental  protection,  with  consolidation  of  the  Clean  Water  and  Safe  Drinking 
Water  State  Revolving  Funds.  Other  programs  will  feel  the  continued  restraint  of 
the  Vice  President's  effort  to  reinvent  government,  which  has  already  reduced  Fed- 
eral employment  by  100,000  on  the  way  to  eliminating  272,900  full-time  equivalents 
by  the  end  of  this  decade. 

Education  and  training  are  prominently  featured  in  this  budget  plan.  The  Presi- 
dent provides  full  inflation  protection  for  National  Service,  the  G.I.  Bill  for  Ameri- 
ca's Workers  training  programs,  and  Goals  2000.  He  provides  enough  funds  for  Pell 
grants  to  keep  up  with  inflation  and  serve  the  growing  student  population.  We  are 
emphasizing  new  and  more  efficient  programs,  not  the  more  intrusive  and  bureau- 
cratic initiatives  of  the  past. 

To  date.  Congress  has  begun  implementing  its  resolution  with  respect  to  discre- 
tionary spending.  The  early  results  are  most  disappointing.  For  one  thing,  the  Con- 
gress' priorities  are  counterproductive,  especially  with  respect  to  education  and 
training.  Beyond  that.  Congress  has  apparently  made  a  special  effort  to  terminate 
or  eviscerate  the  President's  priorities — especially  those  that  are  most  reformist, 
most  stimulative  of  State  and  local  initiative,  and  most  in  keeping  with  the  common 
ground  that  both  parties  and  the  American  people  have  shared  for  decades — such 
as  National  Service  and  Goals  2000.  If  Congress  really  believes  in  building  oppor- 
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tunity,  not  bureaucracy,  and  in  government  close  to  the  people,  it  should  encourage 
these  efforts,  not  smother  them. 

2.  A  second  area  for  deficit  reduction  is  health  care.  The  President  has  prescribed 
measured  policies  to  achieve  savings  in  Medicare  and  Medicaid,  accompanied  by  the 
first,  serious  steps  toward  health  care  reform.  The  President's  proposed  cuts  in  Med- 
icare— less  than  half  of  those  in  the  resolution — would  bear  solely  on  providers.  Ac- 
cording to  the  Health  Care  Financing  Administration  [HCFA]  actuaries,  whom  con- 
gressional leaders  have  recently  cited  as  authoritative,  the  President's  cuts  would 
extend  the  solvency  of  the  Medicare  Hospital  Insurance  Trust  Fund  by  3  years — 
to  2005.  That  would  give  us  the  time  we  need  to  engage  in  a  studied,  bipartisan 
process  to  put  the  trust  fund  on  sound  footing  for  the  long  run.  Though  they  are 
much  larger  than  ours,  the  Medicare  cuts  that  Congress  is  discussing — to  the  extent 
we  know  an3dhing  about  them — have  about  the  same  effect  on  Medicare  trust  fund 
solvency.  Much  of  Congress'  savings  would  come  from  beneficiaries,  adding  nothing 
to  the  Hospital  Insurance  Trust  Fund. 

In  Medicaid,  the  President  proposes  $55  billion  in  cuts  over  7  years,  $105  billion 
over  10 — less  than  a  third  of  those  in  the  resolution.  As  noted  earlier,  the  cuts  in 
the  House  resolution — the  Senate  was  silent  here  as  well — were  particularly  hard 
to  justify  in  policy  terms.  The  resulting  loss  of  coverage  for  our  low-income,  elderly 
and  disabled  populations  would  most  likely  cause  great  hardship,  and  would  eventu- 
ally simply  come  back  to  haunt  us  in  our  hospital  emergency  rooms.  Instead,  the 
President  proposes  automatic  waivers  for  States  to  pursue  managed  care  and  other 
service-delivery  innovations,  repeal  of  the  Boren  amendment,  and  per-person  limits 
on  the  growth  of  payments. 

The  President  believes  that  we  should  pursue  Medicare  and  Medicaid  savings  only 
in  connection  with  health  care  reform.  The  President's  proposals  for  incremental 
health  care  reform  complement  the  Medicare  and  Medicaid  savings.  They  include 
elimination  of  the  copayment  for  mammography,  and  establishment  of  a  respite  care 
benefit,  under  Medicare;  a  home-  and  community-based  care  grant  program  for  the 
elderly  and  disabled;  a  subsidy  for  extension  of  insurance  coverage  for  up  to  6 
months  for  workers  who  lose  their  jobs;  expansion  of  the  income  tax  deduction  for 
health  insurance  premiums  of  the  self-employed  to  50  percent;  voluntary  pooling  op- 
tions for  the  self-employed  in  insurance  plans  available  under  the  Federal  Employ- 
ees Health  Benefits  Program  [FEHBP];  and  various  insurance  and  small-group  re- 
forms and  consumer  protections  relating  to  portability  and  renewability  of  coverage. 

3.  The  third  area  for  new  savings  is  welfare  reform.  As  you  know,  the  President 
has  made  a  major  priority  out  of  reforming  the  welfare  system — which  he  believes 
does  not  serve  any  American,  even  its  putative  beneficiaries.  He  issued  a  welfare 
reform  proposal  last  year,  and  his  budget  refines  the  proposal. 

It  includes  fraud  and  error  controls,  fair  and  measured  restraints  on  benefits  to 
aliens,  encouragement  for  beneficiaries  to  move  from  welfare  to  work,  and  invest- 
ments in  necessary  child  care  and  work  programs.  It  maintains  the  nutritional  safe- 
ty net,  targets  support  to  the  neediest,  and  protects  poor  children.  We  believe  that 
this  program  is  far  more  sound  than  the  House-passed  proposal,  which  purports  to 
save  more  than  twice  as  much  but  would  tear  apart  the  social  safety  net,  impose 
unattainable  work  requirements,  and,  at  the  same  time,  cut  funds  for  child  care. 

4.  The  final  area  for  savings  is  other  entitlements.  The  President  would  impose 
measured  restraints  in  veterans  and  farm  programs,  emphasizing  greater  efficiency 
and  market-oriented  choices  for  agriculture.  In  student  loans,  the  President  would 
accelerate  the  transition  to  direct  lending,  which  cuts  Federal  costs  through  effi- 
ciency— without  added  burdens  on  student  borrowers  or  their  families. 

All  told,  the  President's  program  provides  more  than  $1.2  trillion  of  deficit  reduc- 
tion over  10  years,  bringing  the  budget  to  a  small  surplus  in  2004  (see  Chart  3). 
The  economic  assumptions  that  support  this  deficit  projection  parallel  those  of  pri- 
vate sector  forecasts,  and  are  very  close  to  CBO's  assumptions.  Because  those  as- 
sumptions are  the  subject  of  some  controversy,  they  may  be  worth  a  closer  look. 
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Chart  3. — Projected  Deficits 
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THE  ISSUE  OF  BASELINES 

As  long  as  the  congressional  budget  process  has  existed — about  20  years — the  ad- 
ministration and  Congress  have  differed  over  economic  assumptions  and  budget  es- 
timates. Appropriately,  Congress  set  up  its  own  estimating  authority  to  provide 
independent  information.  Over  the  years,  CBO  and  0MB  usually  have  had  different 
baseline  estimates,  though  in  recent  years  0MB  and  CBO  assumptions  have  been 
much  closer  than  in  the  1980's  (see  Charts  4  and  5). 

This  year,  the  estimating  differences  have  two  major  sources.  Different  economic 
assumptions  account  for  about  half  of  the  difference  in  deficit  estimates.  Different 
technical  estimates  of  health  care  spending  account  for  about  another  quarter.  A 
myriad  of  other  factors  account  for  the  rest.  These  differences  are  modest. 

According  to  CBO  itself,  "The  economic  assumptions  of  CBO  and  the  administra- 
tion appear  quite  similar.  Yet  the  differences  are  sufficient  to  produce  noticeable  dif- 
ferences in  budget  projections  i  *  *  *  The  administration  is  generally  closer  than 
CBO  to  the  Blue  Chip's  (the  consensus  of  private  economic  forecasters)  long-range 
projections."  2 


1  "An  Analysis  of  the  President's  Budgetary  Proposals  for  Fiscal  Year  1996,"  p.  3. 

2  "An  Analysis  of  the  President's  Budgetary  Proposals  for  Fiscal  Year  1996,"  p.  10. 
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Chart  4. — CPI  and  Interest  Rate  Assumptions 
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Chart  5.— Growth  and  Unemployment  Assumptions 
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Differences  in  the  economic  assumptions  are  in  fact  quite  small.  For  example,  for 
7  of  the  next  11  years — 1995  through  2005 — the  current  forecasts  of  real  economic 
growth  are  just  0.1  percentage  point  apart;  for  3  more  years,  the  gap  is  just  0.2 
points.  Furthermore,  as  you  know.  Congress  does  not  use  CBO  economic  assump- 
tions in  its  budget  resolution.  Congress'  assumptions  are  even  closer  to  those  of  the 
administration  than  are  CBO's. 
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For  the  administration's  major  economic  program  in  1993,  the  President  said  he 
would  use  CBO  economic  assumptions — not  CBO  technical  assumptions  or  its  scor- 
ing of  individual  pieces  of  legislation — to  take  that  possible  source  of  friction  off  the 
table — in  part  because  of  the  previous  administrations'  manipulation  of  economic  as- 
sumptions in  recent  budgets.  He  still  released  his  own  economic  assumptions  that, 
in  hindsight,  proved  more  accurate  than  CBO's. 

Now,  the  President  is  fulfilling  his  obligation  to  provide  his  independent  assess- 
ment of  the  state  of  the  economy,  and  to  score  pieces  of  legislation  for  purposes  of 
the  Budget  Enforcement  Act.  This  administration  has  earned  credibility  by  the  accu- 
racy ana  prudence  of  its  forecasts  and  projections  over  the  past  2  years. 

The  administration-CBO  differences  on  technical  health  care  estimates  are  also 
quite  small.  According  to  CBO,  "Nearly  half  of  the  difference  in  projected  spending 
can  be  found  in  the  Medicare  and  Medicaid  programs.  Although  CBO  believes  that 
the  growth  of  those  programs  has  slowed  from  the  extremely  high  rates  of  recent 
years,  it  is  not  quite  as  optimistic  as  the  administration  about  the  slowdown.  Given 
the  size  of  those  two  programs  and  the  uncertainty  about  their  future  costs,  the  pro- 
jections of  CBO  and  the  administration  are  not  very  far  apart."  ^ 

The  health  care  growth  assumptions  in  the  administration's  budget  are,  in  fact, 
very  close  to  CBO's.  Both  HCFA  and  CBO  anticipate  that  Medicare  and  Medicaid 
spending  growth  will  slow.  HCFA  projects  somewhat  more  of  a  slowdown.  For  Medi- 
care Part  A,  CBO  projects  cost  growth  of  7.9  percent  over  the  next  10  years;  HCFA 
projects  7.5  percent.  For  Medicare  Part  B,  CBO  forecasts  12.3  percent  growth; 
HCFA  projects  10.9  percent.  For  Medicaid,  CBO  expects  9.9  percent  growth;  HCFA 
forecasts  9.2  percent.  In  the  words  of  CBO,  "Given  the  size  of  those  two  programs 
and  the  uncertainty  about  their  future  costs,  the  projections  of  CBO  and  the  admin- 
istration are  not  very  far  apart."'' 

CONCLUSION 

In  sum,  the  President's  program  builds  on  his  success  in  reducing  the  deficit  in 
1993.  It  takes  a  responsible,  reasonable  approach  to  the  problem,  proposing  very 
real  spending  reductions  on  a  scale  that  is  attainable  and  consistent  with  the  real 
purpose  of  deficit  reduction:  increasing  the  living  standards  of  average  Americans 
in  the  long  run. 

The  debate  over  the  budget  is  heated,  and  both  sides  have  expressed  strong  opin- 
ions. The  rapid  responses  of  some  observers  suggest  again  that  the  President's  pro- 
posal, as  a  reasoned  and  responsible  approach  to  the  problem,  will  take  some  fire 
from  those  who  believe  that  tnere  is  always  an  answer  that  is  quicker,  simpler,  and 
more  gratifying  in  the  short  run.  However,  I  believe,  in  the  final  analysis,  that  the 
President's  plan  will  be  seen  to  be  in  the  best  interests  of  the  country  over  the  long 
haul. 

Chairman  Kasich.  Thank  you,  Doctor. 

Let  me  just  go  to  Mr.  Kolbe. 

Mr.  KOLBE.  Thank  you,  Mr.  Chairman. 

Thank  you.  Dr.  RivUn.  I  can  kind  of  see  right  between  here.  Dr. 
RivHn,  I  heard  your  rationale  for  why  the  differences  are  minor 
and  so  forth  but,  nonetheless,  I  think  we  saw  the  tape  there  before 
and  I  think  we  have  to  get  to  the  basic  question,  what  are  we  doing 
here?  Is  this  the  latest  Presidential  flip-flop  or  maybe  we  should 
say  flop-flip  here?  Are  we  now  saying  we  are  not  going  to  use  CBO 
numbers,  is  that  what  you  are  saying  to  us,  in  making  your  as- 
sumptions? 

Ms.  RiVLiN.  I  am  saying  we  have  two  reasonable  projections  here. 
Let  me  go  back  to 

Mr.  KOLBE.  But  we  have  to  use  one.  Dr.  Rivlin.  Which  one  are 
we  going  to  use? 

Ms.  Rivlin.  I  think  we  can  work  out  a  common  baseline.  I  think 
if  we  had  the  technical  people  sit  down  and  go  over  these  numbers, 
we  could  work  out  a  single  baseline  very  easily.  We  then  would 
have  to  run  the  numbers  on  both  plans  and  see  how  they  look. 


3  "An  Analysis  of  the  President's  Budgetary  Proposals  for  Fiscal  Year  1996,"  pp.  3-5. 
''"An  Analysis  of  the  President's  Budgetary  Proposals  for  Fiscal  Year  1996,"  p.  5. 
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Mr.  KOLBE.  Dr.  Rivlin,  in  February  1993,  in  the  State  of  the 
Union  Address,  the  President  said,  "I  am  going  to  use  the  CBO,  so 
have  one  common  set  of  figures." 

Now,  you  say  it  is  not  very  much.  When  I  look  at  these  cumula- 
tively, over  here,  I  do  not  think  the  American  people  would  think 
that  it  is  not  very  much  if  you  are  talking  about  a  projection  of  a 
deficit  of  $200  billion  in  the  year  2005.  Who  knows  what  this  sur- 
plus would  be  in  the  year  2005.  I  think  that  is  rather  significant. 

Ms.  Rivlin.  I  am  saying  the  differences  in  the  technical  assump- 
tions, which  lead  to  those  differences  in  the  outyear  budget  esti- 
mates, are  quite  small  and  that  we  should  agree  upon  a  common 
set  of  assumptions.  Can  I  make  clear  what  was  happening  in  1993? 

Mr.  KOLBE.  Well,  I  think  you  could  discuss  that,  yes,  but  go 
ahead,  certainly. 

Ms.  Rivlin.  Thank  you. 

We  had  just  come  into  office.  We  had  been  in  office  for  less  than 
a  month.  At  that  time,  we  were  not  prepared  to  make  our  own  fore- 
cast. It  seemed  convenient,  and  important  for  an  agreement,  to  use 
the  CBO  numbers  in  February  1993. 

We  then  established  our  own  forecasting  capability,  and  I  would 
say  our  forecasting  record  has  been  a  very  good  one.  It  is  not  pos- 
sible, as  a  matter  of  course,  for  the  administration,  in  making  its 
budget  every  year,  to  use  the  CBO  numbers  if  only  for  a  practical 
timing  consideration. 

Mr.  KOLBE.  Right.  Doctor,  let  me 

Ms.  Rivlin.  Could  I  finish  my  sentence? 

Mr.  KOLBE.  You  may  finish  the  sentence.  I  only  have  a  limited 
time,  I  would  like  to  get  in  another  couple  of  questions. 

Ms.  Rivlin.  Right,  sorry. 

Mr.  KOLBE.  Yes? 

Ms.  RrvLlN.  I  think  the  portion  of  the  tape  implies  that  the  Presi- 
dent promised  he  would  use  CBO  numbers  forever.  In  fact,  we  only 
used  CBO  numbers  once,  in  February  1993.  Since  then,  without 
any  objection  from  Congress,  we  have  used,  as  administrations 
must,  our  own  forecasting  and  estimating  capabilities. 

Mr.  KOLBE.  Now,  I  must  interrupt  you.  I  mean  we  may  have  un- 
earthed here  today  what  may  be  the  greatest  monumental  flip-flop 
in  the  Clinton  administration.  Now,  we  are  hearing  that  we  only 
promised  to  use  CBO  for  1  year.  I  do  not  remember  on  that  tape 
saying  that  this  was  going  to  be  used  for  1  year.  I  do  not  remember 
anything  of  the  sort  being  said. 

Chairman  Kasich.  Maybe  we  can  go  back  and  replay  the  tape. 

Mr.  KOLBE.  Well,  we  could  if  we  need  to  replay  the  tape  here. 
But  this  strikes  me  as  we  have  unearthed  a  whopper  here  today. 

This  is  like  a  double,  triple,  off-the-diving-board  flip  here,  as  we 
go  into  the  water  here. 

Ms.  RrvLlN.  Absolutely  not.  Did  you  not  notice  when  Leon  Pa- 
netta  came  to  present  the  "Mid-Session  Review"  in  the  summer  of 
1993,  or  when  he  came  back  to  present  the  1994  budget,  or  when 
I  was  presenting  the  last  budget,  that  we  were  using  our  own  num- 
bers? Did  you  not  notice  that? 

Mr.  KOLBE.  Well,  we  had  agreed  that  when  we  were  going  to  pre- 
pare our  budgets  and  we  were  going  to  talk  using  the  same  num- 
bers. I  just  want  to  point  out  one  other  thing  here.  When  you  keep 
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talking  about  these  being  minor  differences,  yes,  they  are  minor 
differences. 

But  I  urge  you  to  look  at  them  cumulatively:  the  real  GDP  fore- 
cast, the  inflation,  the  CPI  forecast,  the  10-year  Treasury  note 
rates  and  you  add  those  up  and  they  are  minor  if  you  look  at  one 
of  them.  They  are  minor  if  you  look  at  one  of  them  in  1  year,  but 
you  add  them  up  cumulatively  and  you  put  all  of  those  together, 
the  differences  are  obviously  significant  enough  to  lead  to  this  kind 
of  difference  here.  And  this  is  big.  And  if  we  do  not  have  some  kind 
of  commonality  in  what  we  are  talking  about,  we  are  never  going 
to  be  able  to  deal  with  this  issue. 

My  time  is  up  but  I  just  want  to  say  one  last  thing.  This  is  the 
detail.  The  detail  that  we  have  in  your  new  budget,  this  is  now  the 
budget  of  the  President  of  the  United  States.  That  is  the  detail. 
Here  is  the  stuff  that  so  far  that  we  have  come  out  with  on  the 
House  budget  resolution.  This  is  not  all  of  it  here.  But  I  hope,  in 
our  further  questions,  we  can  get  into  the  issue  of  some  of  the  de- 
tails in  this  budget  as  to  how  you  arrived  at  some  of  these  numbers 
that  you  have. 

My  time  is  up.  I  thank  you,  Mr.  Chairman. 

Chairman  Kasich.  Mr.  Sabo. 

Mr.  Sabo.  Thank  you,  Mr.  Chairman. 

History  is  rewritten  in  many  ways.  See,  I  recall  what  the  Presi- 
dent did  in  1993.  He  used  CBO  economic  assumptions  and  maybe 
their  interest  rate  assumptions,  but  0MB  did  the  scoring  of  pro- 
jected outlays  for  the  administration's  proposal.  And  the  reality 
was,  as  we  dealt  with  the  budget,  we  discovered  that  CBO  had  dif- 
ferent scoring  than  0MB  and  we  had  to  deal  with  adjustments  be- 
cause there  was  different  CBO  scoring  than  0MB. 

Mr.  Kolbe,  we  had  to  deal  with  that  in  1993  because  those  vari- 
ations exist.  Again,  in  1994,  I  forget  what  economic  assumptions 
were  used  in  the  1994  budget.  I  think  you  used  your  own. 

Ms.  Rrv'LiN.  Yes,  we  did  use  our  own. 

Mr.  Sabo.  So  that  is  nothing  new.  Again,  as  we  dealt  with  esti- 
mates of  outlays,  we  used  CBO  and  we  had  to  make  adjustments 
in  the  administration's  policy  because  of  differences. 

Let  me  ask  you  this,  Ms.  Rivlin,  in  the  case  when  we  eventually 
passed  appropriation  bills  and  they  are  scored  for  the  purpose, 
whether  sequestration  is  required  or  not,  who  does  the  law  require 
to  do  that  scoring? 

Ms.  Rivlin.  The  Office  of  Management  and  Budget.  If  it  were 
otherwise,  it  would  be  a  violation  of  the  separation  of  powers. 

Mr.  Sabo.  We  also,  last  year,  added  a  provision  to  the  Budget 
Act  which  provides  that  if  projections  of  entitlement  programs  are 
going  faster  than  projected  we  have  an  automatic  review  process. 
Who  does  the  scoring  for  that  purpose? 

Ms.  Rivlin.  OMB  does,  I  think  for  the  same  reason. 

Mr.  Sabo.  So  when  we  come  to  official  scorekeeping  for  the  pur- 
poses of  kicking  in  any  sequestration  or  anything  automatic  it  is 
OMB  that  does  the  scoring.  As  I  have  said  earlier  these  differences 
are  important.  Eventually  you  have  to  have  common  agreement  on 
the  economic  assumptions  for  writing  a  budget  plan.  But  in  terms 
of  any  historical  perspective  the  differences  between  OMB  and 
CBO  today  are  relatively  modest.  They  are  not  the  type  of  dif- 
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ferences  that  existed  in  the  1980's.  They  are  within  the  realm  of 
good  judgment. 

Again,  it  is  simply  the  reflection  of  the  immense  impact  that 
slight  variations  in  the  economy  or  slight  variations  in  interest 
rates  have  in  the  long-term  projections  or  in  the  long-term  reality 
of  what  does  or  does  not  happen  with  the  Federal  budget  which, 
many  times,  dwarfs  the  decisions  we  are  making  on  individual 
spending  programs. 

Let  me  ask  one  question,  I  asked  this  of  Ms.  O'Neill.  I  notice 
while  you  have  your  variations  in  projected  expenditures  in  the 
health  care  program,  both  0MB  and  CBO  are  projecting  sort  of  a 
spike  upward  in  both  Medicare  and  Medicaid  in  1996.  And  I  am 
just  curious  why  both  of  you  think  that  is  happening.  Actually 
0MB  is  projecting  Medicare  will  go  up  14.2  percent  in  1996,  CBO 
13.1  percent. 

So  your  increase  there  is  higher  than  the  increase — I  guess  you 
have  a  somewhat  lower  base  in  1995 — so  it  is  down,  the  growth  is 
down  in  1995,  and  jumps  in  1996,  under  both  of  them  and  then 
starts  reducing  again  in  1997.  I  am  curious  if  you  know  what 
drives  that  projection? 

Ms.  RiVLiN.  I  do  not  know  the  reason  for  that.  I  will  certainly 
look  into  it. 

Mr.  Sabo.  ok.  I  thank  you. 

Chairman  Kasich.  Mr.  Hoekstra. 

Mr.  Hoekstra.  I  thank  the  Chairman  for  yielding. 

In  some  ways  I  find  it  humorous  and  somewhat  almost  insulting. 
I  have  heard  over  and  over  for  the  last  number  of  months  that  the 
7-year  tax  reduction  of  around  $240  billion  is  a  huge  tax  cut.  Then 
I  hear  about  these  little  technicalities  that  are  the  differences  be- 
tween 0MB  and  CBO  scoring  as  being  minor  technicalities.  The 
end  result  being  that  somewhere  between  the  differences  between 
the  Republican  plan  and  the  plan  that  was  presented  by  the  Presi- 
dent— I  just  quickly  did  it  over  the  7  years — is  about  a  difference 
of  $700  billion  in  spending. 

And  what  the  President  said  on  the  tape  was  we  want  to  have 
a  policy  debate  and  when  one  plan  has  $700  billion  more  in  spend- 
ing than  the  other,  when  in  the  year  2002  the  President's  plan  en- 
ables him  to  spend  $200  billion  more  than  what  the  conference 
plan  spends,  I  do  not  know  how  you  can  sit  there  and  say  we  are 
actually  going  to  have  a  debate  about  policy. 

The  one  team  has  $200  billion  more  to  spend  getting  to  the  same 
result.  How  can  that  be  and  how  can  this  be  a  policy  debate?  And 
how  can  you  sit  there  and  how  can  the  administration  sit  there 
constantly  and  say.  Republicans  are  being  mean-spirited,  they  are 
cutting  this,  they  are  cutting  that,  they  are  cutting  that  and  sit 
over  here  and  say,  we  are  getting  a  balanced  budget  and  there  are 
only  minor  differences  and  technicalities. 

You  have  $200  billion  more  to  spend.  How  can  you  justify  that 
and  say  they  are  just  technicalities? 

Ms.  RiVLiN.  I  think  we  are  mixing  up  two  things  here.  I  did  not 
say  that  the  differences  between  the  baselines  weren't  large. 

Mr.  Hoekstra.  They  are  huge. 

Ms.  RiVLlN.  I  said  that  the  differences  in  the  assumptions  about 
growth  rates  and  inflation  rates  and  interest  rates,  the  things  that 
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drive  those  estimates,  are  small  and  that  although  they  are  small, 
they  lead  to  large  differences  in  the  outyears. 

But  if  I  may  pursue  your  question.  I  think  that  even  if  you  were 
working  with  the  same  baseline,  you  have  two  different  approaches 
to  government  here.  The  Republicans  would  like  a  larger  tax 

Mr.  HOEKSTRA.  We  are  not  even  talking  policy  here,  yet.  Excuse 
me.  We  are  not  even  talking  about  different  approaches.  We  are 
talking  about  different  end  games.  We  still  do  not  have  a  plan  that 
we  can  see  that  shows  how  you  get  to  balance  to  compare  to  how 
we  will  get  to  balance.  There  is  no  comparison  between  the  two. 

Ms.  RiVLlN.  You  were  suggesting  that  the  President  would  spend 
more.  That  is  true.  But  he  also  would  not  have  as  big  a  tax  cut. 
Those  are  real  policy  differences.  And  we  deserve  the  chance  to  talk 
about  them. 

Mr.  HoEKSTRA.  But  the  policy  difference,  when  you  get  to  specific 
programs,  you  have  $200  billion  more  to  throw  around  than  what 
the  Republicans  have.  And  so  you  can  say  we  are  cutting  all  of 
these  types  of  programs.  And  you  can  sit  there  and  say,  well,  but 
we  are  funding  all  of  these  new  things  because  you  have  $200  bil- 
lion in — I  do  not  know  where  it  came  from — that  the  other  team, 
the  other  side  does  not  have  any  chance  of  saying,  this  is  what  we 
would  do  with  this  money  if  we  used  that  scoring  system. 

Why  do  you  not  just  come  back  to  use  our  scoring  system — and, 
you  know,  it  is  kind  of  interesting.  You  are  right.  There  are  two 
different  philosophies  of  government  and  I  liave  got  to  believe  that 
you  would  almost  endorse  the  Republican  policy.  Going  back  to 
your  book,  "Reviving  the  American  Dream,"  improving  education — 
that  is  one  of  the  major  things  that  the  President  is  claiming  credit 
for — improving  education  will  take  bottom-up  reform.  Presidential 
speeches  and  photo  opportunities,  national  testing  and  assessment 
can  make  only  marginal  contributions  to  fixing  schools. 

The  popular  Head  Start  Program,  change  would  come  more  rap- 
idly if  concerned  citizens,  parents,  and  educators  worked  to  im- 
prove their  own  preschools  instead  of  lobbying  Washington  to  allo- 
cate more  funds  for  Head  Start. 

You  go  on,  proliferation  of  grants,  500  categorical  programs. 

Ms.  RiVLlN.  I  think  we  all  agree  that  there  are  too  many  categor- 
ical grants,  and  we  have  proposals  to  reduce  the  number  of  those 
grants. 

Mr.  HOEKSTRA.  Top-down  management  by  the  Federal  Govern- 
ment is  unlikely  to  bring  about  needed  change  in  education,  skill 
training  and  other  areas  where  reform  is  needed.  I  mean,  you 
know,  this  is  a  wonderful  book  to  actually  reinforce  what  Repub- 
licans are  trying  to  do  in  their  agenda.  The  States,  not  the  Federal 
Government,  would  take  charge  of  accomplishing  a  productivity 
agenda;  reforms  designed  to  revitalize  the  economy  and  raise  in- 
comes. These  reforms  would  address  needs  such  as  education  and 
skills  training. 

Chairman  Kasich.  The  gentleman's  time  is  expired. 

Mr.  HOEKSTRA.  Thank  you  for  the  book  and  the  ideas. 

Ms.  RiVLlN.  I  am  not  apologizing  for  the  book  and  I  think  many 
of  the  things  that  you  just  read  are  very  strongly  represented  in 
the  President's  budget  plan,  which  we  do  not  seem  to  be  talking 
about  here. 
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Chairman  Kasich.  Mr.  Parker. 

Mr.  Parker.  Thank  you,  Mr.  Chairman. 

I  have  enjoyed  all  this  talk  about  humility  this  morning  and 
being  one  of  the  more  humble  members  of  this  body 

[Laughter.] 

Mr.  Parker  [continuing].  Let  me  just  ask  a  couple  of  questions 
or  at  least  make  an  observation.  I  agree  with  what  the  President 
said.  I  agree  that  we  need  to  have  a  common  set  of  numbers  where- 
by we  can  talk  about  priorities  and  I  think  that  is  where  the  dis- 
cussion should  be. 

The  President  just  did  not  say  that  he  wanted  to  use  CBO  num- 
bers just  because  it  happened  to  be  the  thing  to  use  at  the  time 
and  you  were  not  set  up  at  the  time.  What  he  said  was  I  want  to 
use  CBO  numbers  because  they  have  historically  been  the  more 
conservative  of  the  numbers  that  have  been  utilized,  that  have 
been  brought  forward.  And  I  found  it  interesting  his  justification. 

What  he  said  was,  when  you  use  the  more  conservative  estimate 
the  beneficiary  will  be  the  American  people.  And  I  think  that  is 
what  we  should  do.  You  have  already  stated  to  this  committee  that 
the  differences  are  minor  in  the  assumptions,  when  you  look  at 
them  in  the  short  term. 

But  I  think  that  we  need  to  use  the  President's  rationale  and 
make  a  decision  that  we  are  going  to  use  the  more  conservative  of 
the  estimates  so  we  are  dealing  with  exactly  the  same  numbers, 
and  then  we  can  start  talking  about  those  priorities.  Because  that 
is  what  is  eventually  going  to  decide,  make  the  decisions  for  us,  be- 
cause the  American  people  will  make  those  decisions. 

Now,  what  bothers  me  a  great  deal  and  I  think  it  bothers  the 
American  people,  I  see  this  as  a  turf  battle.  And  I  am  watching 
CBO — and  when  you  used  to  be  with  CBO,  you  always  had  to  fight 
with  0MB — it  is  nothing  more  than  a  turf  battle,  we  are  playing 
a  game  here. 

And  I,  personally,  resent  it.  I  think  that  we  should  do  exactly 
what  the  President  said,  we  should  use  the  more  conservative  num- 
bers and  move  on  to  start  talking  about  priorities. 

My  question  to  you  is,  what  has  changed — when  the  President 
talks  about  using  the  more  conservative  figures  and  the  beneficiary 
being  the  American  people — what  has  changed  since  he  made  that 
speech  until  today? 

Ms.  RiVLiN.  I  think  one  thing  that  has  changed  is  the  track 
record  of  the  Office  of  Management  and  Budget.  As  I  said  earlier, 
and  no  one  can  controvert  this,  our  record  of  making  projections, 
both  for  the  economy  and  the  budget,  has  turned  out  to  be  very 
conservative  in  light  of  the  facts. 

Mr.  Parker.  I  agree  with  you,  you  have  done  a  great  job.  I  am 
not  saying  you  have  not  done  a  wonderful  job.  I  am  not  arguing 
that.  I  think  you  have  been  just  fantastic.  But  the  more  conserv- 
ative numbers  have  been  done  by  the  CBO.  Of  the  two  choices  we 
have  got,  the  more  conservative  numbers  are  the  CBO  numbers,  is 
that  right? 

Ms.  RiVLlN.  They  are  on  most  things. 

Mr.  Parker.  OK.  And  the  President  has  said,  if  we  use  the  most 
conservative  numbers,  the  beneficiary  will  be  the  American  people. 
Now,  he  said  that.  And  they  are  the  most  conservative  numbers. 
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And  you  have  done  an  excellent  job.  And  I  will  tell  you  if  you  had 
the  more  conservative  numbers  I  would  be  fighting  for  you  right 
now,  because  I  would  say  that  we  should  use  0MB  because  you 
had  the  more  conservative  numbers.  But  you  do  not.  CBO  has  got 
them. 

So  why  do  we  not  just  agree  that  we  should  use  CBO  numbers? 

Ms.  RiVLlN.  I  think  we  should  agree  on  a  common  baseline  and 
I  believe  that  we  will.  As  soon  as  all  this  grandstanding  is  over, 
we  will  sit  down  and  begin  a  serious  budget  negotiation.  And  the 
first  thing  that  will  happen  is  that  we  will  agree  on  a  common 
baseline.  It  is  not  very  hard  to  do  and  it  will  be  the  starting  point 
for  the  negotiation.  But  right,  now  it  seems  to  be  a  diversion  from 
talking  about  the  real  differences  between  the  two  plans. 

Mr.  Parker.  Well,  let  me  try  and  not  delay  any  more,  because 
I  do  not  want  to  ask  any  more  questions.  What  I  want  to  do  is  let 
us  move  on  and  let  us  agree  on  the  more  conservative  numbers  and 
move  forward. 

Thank  you. 

Chairman  Kasich.  Would  the  gentleman  yield? 

Mr.  Parker.  Of  course. 

Chairman  Kasich.  Let  me  tell  you,  this  is  real  hard  for  me  to 
want  to  sit  down  when  we  are  being  accused  of  grandstanding  on 
a  statement  that  the  President  made  about  how  he  wants  to  do 
this. 

Now,  I  sat  through  the  crime  bill  with  the  Democrats  and  was 
almost  hung  by  my  own  party  and  stripped  of  this  position  because 
I  negotiated  with  people  on  the  other  side  in  good  faith.  And  Alice, 
we  keep  doing  this.  You  are  going  to  drive  us — I  mean  this  is  just 
going  to  get  real  bad. 

I  do  not  think  you  wanted  to  use  the  word,  I  hope  you  did  not 
want  to  use  the  word,  grandstanding.  I  put  off  this  thing  for  weeks 
and  it  just  kept  up  and  kept  up.  And  Peter  Hoekstra  has  hit  on 
the  critical  point.  You  got  money  to  spend,  you  can  run  around  all 
over  the  country  promising  every  group  what  they  want  to  have, 
and,  frankly,  being  demagogic  in  the  process.  We  are  not  going  to 
get  this  done  if  we  are  going  to  continue  that. 

Mr.  Shays.  Ms.  Rivlin,  I  have  been  in  politics  over  20  years. 
When  I  was  in  the  State  house  I  looked  at  congressional  deficit 
spending  and  just  ached  thinking  that  we  could  not  do  it  in  the 
State  house,  and  grateful  we  could  not,  but  thinking  what  was 
Congress  doing  and  what  were  the  Presidents  doing  to  the  future 
of  our  country? 

And  then  when  I  got  elected,  I  became  part  of  a  group  with  John 
Kasich  and  others  who  tried  to  get  our  financial  house  in  order. 
And  John  would  introduce  amendments  to  his  Republican  Presi- 
dent to  try  to  get  our  financial  house  in  order.  I  think  we  havo  one 
of  the  greatest  opportunities  of  a  lifetime  if  the  White  House  would 
recognize  for  the  first  time  ever  you  had  a  Congress  that  was  will- 
ing to  cut  spending  and  take  the  heat. 

And  I  saluted  the  President  when  he  said  we  should  use  CBO 
numbers.  I  need  to  be  clear  on  one  thing.  Has  the  President 
reneged  on  his  pledge  to  use  CBO  scoring?  I  do  not  want  a  lot  of 
rhetoric.  I  just  want  to  know  if  he  has  reneged  on  his  pledge. 
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Ms.  RiVLlN.  In  offering  his  plan  in  February  1993,  the  President 
said  he  would  base  it  on  CBO  economic  assumptions. 

Mr.  Shays.  He  said  that  in  1993?  I  did  not  hear  that? 

Ms.  RiVLlN.  The  tape  we  just  saw  was  a  clip  from  February  1993. 

Mr.  Shays.  So  it  was  in  February  1993. 

Ms.  RrvLlN.  Yes.  In  February  1993,  when  the  President  was  pre- 
senting his  economic  plan 

Mr.  Shays.  So  what  is  the  answer  to  the  question? 

Ms.  RiVLiN  [continuing].  He  said  it  was  based  on  CBO  economic 
assumptions. 

Mr.  Shays.  No.  He  encouraged  us,  in  Congress  and  the  White 
House,  to  use  the  same  numbers,  CBO  scoring.  I  basically  get  the 
sense  that  you  do  not  want  to  say  that  he  no  longer  agrees  to  use 
CBO  scoring. 

Ms.  RiVLlN.  We  have  never  used  CBO  scoring,  as  Mr.  Sabo  point- 
ed out,  and  we  have  not  used  CBO  economic 

Mr.  Shays.  When  the  President  signed  his  bill 

Ms.  RiVLiN.  Can  I  finish? 

Mr.  Shays.  He  presented  two  budgets.  When  he  signed  the  sec- 
ond budget  that  was  a  CBO-scored  budget  and  it  is  an  outrage  for 
you  to  imply  that  the  second  budget  he  scored  was  not.  It  was 
scored  by  CBO.  Now,  the  question  I  want  to  ask  you  is,  were  you 
concerned  in  1990  when  Congress  got  together  with  the  White 
House  and  agreed  to  basically  cook  the  scoring?  That  is  basically 
what  I  hear  you  suggesting  today.  We  will  get  John  or  somebody 
else  and  we  will  convince  him  to  go  along  with  your  scoring  and 
then  we  will  convince  you  to  go  along  with  our  7-year  plan  and  it 
is  going  to  be  nice  and  easy  and  there  will  be  no  heavy  lifting.  That 
is  what  I  sense  is  happening. 

Ms.  RrvLlN.  I  am  not  suggesting  that  at  all.  Let  us  get  the  facts 
straight.  We  used  CBO  economic  assumptions  in  February  1993. 
Since  then,  indeed,  very  shortly  thereafter,  we  began  using  our  own 
economic  assumptions.  We  have  always  used  0MB  scoring.  We  are 
required  by  law,  as  was  pointed  out  earlier,  to  use  0MB  scoring  for 
purposes  of  sequestration. 

This  whole  argument  seems  to  me  to  be  a  diversion. 

Mr.  Shays.  No.  It  is  not  a  diversion.  And  for  you,  as  someone 
with  the  talent  and  knowledge  and  background,  for  you  to  say  that 
is  an  outrage.  There  is  nothing  divisionary  about  this.  When  you 
take  a  look  at  what  CBO  says  about  your  scoring,  when  we  look 
at  it,  CBO  says  that  under  current  law,  the  law  that  passed  2  years 
ago  our  deficits  would  go  up  to  $454  billion.  They  say  with  the 
President's  plan  it  would  go  up  to  $276  billion  in  the  year  2000. 
That  is  what  CBO  says. 

When  CBO  scores  your  plan  they  say  it  never  gets  in  balance. 
They  say,  in  the  last  few  years,  it  is  210,  207,  209,  209.  They  say 
you  never  have  a  balanced  budget.  That  is  not  a  divisionary  thing. 
We  are  required,  at  least  in  Congress,  to  abide  by  CBO,  and  then 
when  they  look  at  our  plan  they  say  it  is  7  years  and  we  are  going 
to  balance  it  in  7  years.  We  are  not  going  to  cook  the  books.  We 
are  not  going  to  be  part  of  a  plan  to  get  together  with  the  President 
and  make  these  assumptions  that  are  just  totally  unrealistic. 

Ms.  RiVLlN.  Nobody  wants  to  cook  the  books. 

Mr.  Shays.  No,  that  is  not  true. 
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Ms.  RrvLlN.  I  am  only  saying- 


Mr.  Shays.  No.  It  is  cooking  the  books.  I  am  sorry.  I  want  to  in- 
terrupt you  on  this  one  thing.  You  have  said  these  are  technical 
changes.  They  are  not  technical  when  you  see  numbers  like  this. 
For  you  to  say  it  is  only  technical  is  an  outrage. 

Ms.  RiVLlN.  Let  us  take  the  GDP  growth  rate  as  an  example.  I 
don't  know  whether  it  is  going  to  be  2.3  or  2.4  or  2.5  percent.  No- 
body knows  that. 

The  average  difference  between  0MB  and  CBO  GDP  growth  rate 
assumptions  is  about  one-tenth  of  a  percentage  point. 

Mr.  Shays.  I  know  it  is  small  but  the  implication  is  so  large  in 
its  impact,  that  is  the  problem.  I  have  been  there  before.  I  was 
there  when  Dick  Darman  told  us,  just  like  you,  the  rosy  scenario 
and  I  bought  it.  I  agreed  with  the  President  in  1990  and  I  screwed 
the  country  in  the  process  and  we  are  not  going  to  do  it  again. 

Ms.  Rl\T.lN.  We  are  not  talking  about  a  rosy  scenario  here.  We 
are  talking  about  differences  of  one-tenth  of  a  percentage  point. 
And  it  really  does  not  matter  which  set  of  assumptions  you  choose. 
I  don't  know  the  answer  and  I  don't  think  June  O'Neill  knows  the 
answer  either.  It  would  be  useful  to  have  a  common  baseline  that 
the  administration  and  Congress  could  agree  on  before  we  begin  a 
serious  negotiation  over  the  budget.  I  do  not  think  we  can  say  what 
is  right.  But  we  can  agree  on  a  common  set  of  assumptions. 

Mr.  Sabo.  Would  the  gentleman  yield  just  for  one  second? 

Let  me  say  there  is  lots  of  rhetoric  about  what  was  or  was  not 
used  in  1993.  The  administration  used  CBO's  economic  assump- 
tions in  1993.  I  do  not  believe  they  did  in  1994.  In  terms  of  outlay 
scoring,  in  1993,  the  administration  used  0MB  and  we  used  CBO 
and  we  had  the  same  problem  you  are  having  now.  All  of  a  sudden 
we  discovered  we  had  to  find — I  forget  what  it  was — $50  or  $60  bil- 
lion more. 

Mr.  Shays.  See,  I  do  not  mind  that.  I  do  not  mind  stepping  up 
to  the  plate.  It  is  not  a  problem  for  me.  What  the  problem  is  that 
the  administration  is  not  seizing  this  moment  to  get  us  to  do  the 
right  thing.  They  want  the  rosy  scenario. 

Mr.  Sabo.  No.  This  is  not  a  rosy  scenario. 

Mr.  Shays.  It  is  not  a  rosy  scenario. 

Mr.  Sabo.  It  is  slightly  different  economic  assumptions.  Eventu- 
ally we  have  to  have  agreement.  There  are  differences,  you  make 
your  point,  CBO  is  somewhat  more  conservative  than  0MB.  I  think 
there  is  probably  a  good  case  to  do  what  Parker  said  to  take  the 
more  conservative  economic  assumption. 

But  to  try  and  make  this  the  type  of  difference  or  the  type  of  rosy 
scenario  that  you  had  in  the  1980's,  Mr.  Shays,  is  just  totally 
wrong.  We  are  talking  about  a  1.3  percent  variation. 

Mr.  Shays.  There  is  a  hell  of  a  lot  of  difference  between  a  deficit 
of  $209  billion  in  the  10th  year  as  scored  by  CBO  and  0MB  saying 
it  is  not  a  deficit.  There  is  a  gigantic  difference. 

Mr.  Sabo.  I  understand  that.  But  we  have  dealt  with  outlay  scor- 
ing differences.  They  existed  in  1993.  I  had  to  sweat  through  it.  I 
was  not  very  happy  when  I  got  that  report  from  CBO.  You  know, 
so  that  is  nothing  new,  we  have  had  to  deal  with  that  before. 

Chairman  Kasich.  But  you  dealt  with  it,  Martin. 

Mr.  Sabo.  Yes. 
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Chairman  Kasich.  I  mean  you  did  what  we  are  demanding  they 
do.  But  you  know  what,  I  got  unanimous  consent  recommendation 
that  we  make  Mike  Parker  the  new  referee  on  all  these  matters. 
[Laughter.] 

Let  me  to  go  Mr.  Browder,  you  are  recognized  for  5  minutes. 

Mr.  Browder.  Mr.  Chairman,  I  agree  with  Mike  Parker.  I  think 
the  American  people  out  there,  if  anybody  is  watching  this,  is  say- 
ing, those  folks  have  not  learned  a  thing,  they  are  still  bickering 
about  technicalities.  Whose  books,  whose  numbers  do  you  use? 

I  happen  to  subscribe  to  the  belief  that  we  ought  to  use  the  CBO 
numbers.  The  budget  that  Mr.  Stenholm  and  Mr.  Orton  and  I 
worked  on  used  the  CBO  numbers  and  came  up  with  a  budget  that 
achieves  deficit  balance  by  2002,  just  like  Mr.  Kasich  and  the  Re- 
publican budget  with  a  different  way  of  getting  there. 

But  I  think  that  we  have  to  get  beyond  this,  and  what  I  would 
suggest  and  this  is  a  question  as  well  as  a  suggestion.  Dr.  Rivlin 
has  volunteered  to  sit  down  with  Mr.  Kasich  on  this  side  and  talk 
it  over  and  come  to  some  common  terms.  I  do  not  know  whether 
anybody  has  sat  down  yet.  Mr.  Shays  made  a  legitimate  point 
about  1990,  he  is  concerned  about  that.  But  if  you  have  not  met, 
how  about  get  together  and  either  come  up  with  something  that 
can  allow  us  to  move  on  to  some  policy  discussions  and  quit  this 
bickering.  Get  together  and  if  we  cannot  agree — there  are  people  in 
this  room  and  other  rooms  that  are  better  at  this  than  I  am  and 
move  involved  in  it — but  if  we  cannot  agree,  then  let  the  President 
go  on  saying  whatever  he  is  saying,  using  0MB  or  whatever  he 
wants  to  and  Congress  can  use  CBO  and  we  will  do  whatever  we 
want  to. 

But  the  American  people,  everybody  in  the  world  saw  the  Presi- 
dent talk  about  CBO.  The  whole  world  saw  it.  So  I  would  like  to 
suggest  that  somehow  we  at  least  try  to  come  together  and  if  we 
cannot  agree,  then  we  just  go  ahead  with  CBO. 

Now,  I  criticized  the  President's  initial  budget,  Dr.  Rivlin  and  I 
commended  him  and  complemented  him  when  he  came  back  into 
the  credible  field.  I  want  to  ask  a  policy  discussion  rather  than 
whose  books  do  we  use?  And  I  think  I  am  justified  in  doing  so  be- 
cause the  white  paper  used  rhetoric  over  reality,  used  for  our  hear- 
ing today  includes  the  subject,  why  prolong  the  effort?  It  is  an  ar- 
gument between  the  President's  next  10  years  and  Congress'  7 
years. 

And  it  says,  "You  are  prolonging  and  making  the  job  much  hard- 
er by  doing  it  in  10  years  rather  than  seven."  I  think  we  ought  to 
get  around,  back  to  the  question  of  why  do  we  not  do  it  in  6? 

You  know,  we  could  use  the  budget  that  Mr.  Kasich  has,  throw 
out  the  tax  cut  which  the  American  public  does  not  support,  wheth- 
er the  President  or  the  Republican  leadership  wants  it,  economists 
do  not  support  it  and  a  large  segment  of  the  business  community 
does  not  support  it.  But  if  we  threw  that  out  we  would  have  a 
lower  glide  path  every  year  and  I  know  it  is  nice  to  give  the  people 
back  something,  a  little  of  what  they  send  in.  But  we  are  concerned 
about  balancing  the  budget.  We  could  have  a  lower  glide  path  every 
year  and  achieve  balance  a  year  earlier. 
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And  the  sooner  you  can  achieve  balance,  the  better  off  you  will 
be  and  you  will  not  have  to  do  such  heavy  lifting  to  get  there.  I 
think  we  ought  to  consider  that,  get  on  to  that  kind  of  discussion. 

But,  Dr.  Rivlin,  I  would  like  to  ask  you  a  question.  Not  about 
whose  books  we  use,  but  you  were  CBO  Director,  I  think,  in  1980. 
That  is  the  last  time  I  think  that  the  President  proposed  and  Con- 
gress passed  a  balanced  budget,  is  that  correct? 

Ms.  Rivlin.  Right. 

Mr.  Browder.  Then  2  years  later,  President  Reagan  proposed 
one  that  he  said  would  achieve  balance,  I  think,  by  1984.  I  am  not 
going  to  get  into  an  argument  about  a  Democratic  balanced  budget 
versus  a  Republican  plan,  but  you  were  there.  You  were  involved 
in  it  in  1980,  when  we  passed  one. 

Could  you  answer  two  questions  very  quickly.  What  went  wrong 
with  that  1980  budget,  what  went  wrong  with  President  Reagan's 
1982  budget?  But  the  real  question,  what  can  we  learn  from  that 
experience  that  will  help  us  in  dealing  with  the  problem  today? 
And  stay  away  from  whose  numbers  do  we  use  and  I  would  like 
for  you  to  go  back  to  your  nongovernmental  position,  go  back  to 
your  previous  life,  and  tell  us  what  can  we  learn  that  will  help  us, 
both  Democrats  and  Republicans  who  want  to  move  forward  on 
this? 

Ms.  Rivlin.  I  think  the  1980  experience  was  fairly  simple.  Early 
in  that  year,  everybody's  economic  projections,  were  reasonably  op- 
timistic. And  then  we  slipped  into  a  recession  that  nobody  antici- 
pated. 

I  believe  the  1980  budget  would  have  been  a  balanced  budget  if 
the  original  economic  projections,  which  were  not  particularly  rosy, 
had  come  to  pass.  The  only  lesson  we  can  draw  from  that  experi- 
ence is  that  if  you  are  at  balance  and  the  economy  goes  sour,  you 
will  automatically  get  a  deficit  because  revenues  fall  off  and  some 
kinds  of  spending  increase. 

The  deficit  in  that  year  was  not  huge  by  current  standards  but 
it  was  economic 

Mr.  Browder.  Dr.  Rivlin,  I  see  that  red  light  up  there  so  I  am 
going  to  ask  you  to  move  on  forward  to  the  second  one.  What  les- 
sons can  we  learn  from  those  two.  Democratic  and  Republican? 

Ms.  RrvLiN.  The  lesson  we  can  draw  from  the  Reagan-era  budg- 
ets is  that  the  administration  was  trying  to  do  inconsistent  things. 
It  was  trying  to  increase  defense  spending  and  cut  taxes  at  the 
same  time.  The  only  way  you  can  do  that  and  still  arrive  at  a  bal- 
anced budget  is  to  make  drastic  cuts  in  domestic  spending.  Those 
cuts  did  not  occur. 

And  the  projections  for  balance  in  those  budgets  were  so  rosy 
that  nobody  in  the  private  or  public  sector  thought  they  were  real- 
istic. 

Mr.  Browder.  I  will  close,  Mr.  Chairman,  by  saying  I  think  that 
demonstrates  my  point  which  is  I  am  for  tax  cuts,  most  of  us  are. 
But  I  think  they  ought  to  be  tied  to  performance  and  delayed  a 
year.  And  the  administration  did  not  propose  that  or  the  Repub- 
lican budget.  Locked  in  with  a  very  strong  lock  to  be  delayed  a  year 
to  make  sure  we  are  hitting  our  deficit  reduction  targets  each  year. 
Because  I  am  afraid  that  what  we  will  end  up  doing  is  falling  off 
the  wagon  and  we  will  have  dug  the  hole  much  deeper  with  these 
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cuts.  And  the  American  public  will  be  in  worse  shape  a  few  years 
from  now. 

Mr.  Chairman,  thank  you  for  your  patience. 

Chairman  Kasich.  The  gentleman  from  New  Jersey. 

Mr.  Franks.  Thank  you,  Mr.  Chairman. 

Dr.  Rivlin,  welcome. 

Ms.  Rivlin.  Thank  you. 

Mr.  Franks.  Dr.  Rivlin,  last  night  I  got  home  after  the  last  vote 
around  a  quarter  to  1  and  I  was  channel  surfing  and  saw  CNN 
"Headline  News."  And  they  said  that  they  had  learned  of  a  report — 
and  since  you  are  the  first  high-ranking  administration  official  I 
have  seen  since  yesterday — I  want  to  run  it  by  you  and  find  out 
if  there  was  any  truth  to  it. 

Ms.  Rivlin.  I  cannot  wait  to  know  whether  it  has  to  do  with 
Bosnia  or  where  we  are  here. 

Mr.  Franks.  No,  in  fact,  it  was  Medicare. 

Ms.  Rivlin.  Medicare. 

Mr.  Franks.  And  what  CNN  reported  was  that  they  had  learned 
that  there  were  plans  being  very  seriously  considered  at  the  White 
House  for  major  transformations  of  the  Medicare  program,  specifi- 
cally that  would  grandfather  all  existing  participants  in  the  Medi- 
care program  but  by  the  year  2010  would  require  that  eligible  sen- 
iors be  moved  into  a  more  market-driven  relationship  in  order  to 
secure  health  care. 

I  will  get  to  your  budget,  but  I  wanted  to  know,  are  there  such 
serious  discussions  at  the  White  House  about  a  scope  of  change 
that  great  in  Medicare? 

Ms.  RrvLlN.  Not  that  I  know  of.  We  are  always  interested  in  ex- 
amining possible  changes  in  all  programs,  but  we  are  not  consider- 
ing major  changes  in  Medicare  at  this  time,  other  than  the  reduc- 
tions in  the  rate  of  growth  of  spending  that  we  have  proposed  in 
our  budget. 

Mr.  Franks.  Going  to  Medicare,  in  April  the  trustees  of  the  Med- 
icare trust  fund  indicated  that  at  current  levels  of  spending  and  in- 
come it  would  go  bankrupt  in  2002.  Less  than  3  months  later,  the 
President,  as  part  of  his  restructured  proposal,  called  for  an  expan- 
sion of  some  benefits  within  the  Medicare  program. 

I  am  curious,  getting  to  the  issue  of  policy  that  you  wanted  to 
discuss  earlier,  how  are  we  going  to  do  that?  How  are  we  going  to 
finance  those  expansions  of  certain  forms  of  benefits?  And  if  we 
were  going  to  find  other  offsets,  other  reductions  in  spending  to  pay 
for  those  new  services,  would  it  not  have  been  a  better  policy  to  in- 
vest that  back  into  the  Part  A  trust  fund,  to  extend  the  viable  life 
of  Medicare  for  the  Nation's  seniors? 

Ms.  Rivlin.  Our  proposals  would  push  out  to  2005  the  year  in 
which  Medicare  is  projected  to  run  out  of  money.  The  Medicare 
problem  is  really  two  problems  which  I  think  we  are  all  working 
on.  One  is  how  to  reduce  the  rate  of  growth  of  Medicare  in  the 
short-run  as  a  part  of  the  budget  reduction  exercise.  The  other  is 
to  see  how  we  can  put  the  trust  fund  back  on  a  solid  footing  for 
the  long  run. 

Mr.  Franks.  Doctor,  I  do  not  have  much  time.  Can  we  talk  about 
how  we  are  going  to  finance,  in  your  budget  document,  the  expan- 
sion of  benefits  for  Medicare  recipients? 
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Ms.  RiVLIN.  Yes.  We  have  two  relatively  small  but,  we  think,  im- 
portant expansions  to  benefits.  One  is  providing  respite  care  for 
Alzheimer's  disease  and  the  other  is  waiving  the  copayment  on 
mammography.  And  those  are  offset  against  the  cuts  that  we  are 
proposing  so  that  we  have  a  net  reduction  in  Medicare  spending. 
But  we  do  finance  those  two  benefit  expansions. 

Mr.  Franks.  Your  "Mid-Session  Review"  also  calls  for  remark- 
able expansion  in  the  Department  of  Commerce,  nearly  doubling 
between  1995  and  the  year  2000.  There  is  work  undertaken  in  both 
houses  of  Congress  this  session  looking  to  reduce  significantly  or 
terminate  the  Department  of  Commerce.  Could  you  name  any  pro- 
grams within  the  Department  of  Commerce  that  would  be  elimi- 
nated under  your  budget  proposal? 

Ms.  RiVLlN.  I  would  have  to  check  that,  but  we  think  the  Com- 
merce Department  is  basically  doing  a  good  job  and  that  its  tech- 
nology programs  and  the  programs  that  promote  increased  exports 
and  the  expansion  of  trade  are  very  important. 

Mr.  Franks.  Let  me  to  go  the  policy  issue  that  you  raised  earlier. 
You  raised  earlier  a  point  that  a  standard  of  measure  that  you 
wanted  to  apply  to  the  policy  debate  and  you  posed  the  question 
who  will  suffer  if  we  move  toward  a  balanced  budget  under  a  vari- 
ety of  scenarios? 

One  of  the  most  apparently  important  programs  in  this  budget 
would  move  from  $500  million  to  $1  billion  and  it  is  the  advanced 
technology  program,  the  one  that  gives  grants  to  General  Electric, 
IBM,  Hughes  Aircraft,  and  Xerox  to  do  new  product  research. 

Who  is  it  that  would  suffer  or  are  we  talking  about  cutting  Medi- 
care and  other  programs  or  reducing  the  rate  of  increase  to  a  great- 
er extent  in  order  to  accommodate  a  doubling  of  the  ATP  program? 

Do  you  consider  that  corporate  welfare? 

Ms.  RiVLiN.  No,  sir,  we  do  not.  We  consider  the  development  of 
new  technology  to  be  a  contribution  to  the  future  productivity  of 
the  economy;  some  of  the  development  takes  place  in  big  compa- 
nies, and  some  takes  place  in  small  companies.  If  we  don't  stay  on 
the  forefront  of  technology,  we  are  not  going  to  have  a  productive 
economy  in  the  future. 

Mr.  Franks.  These  companies  would  suffer? 

Chairman  Kasich.  His  time  has  expired. 

Ms.  RrvLlN.  Can  I  make  one  correction? 

Chairman  Kasich.  Yes,  you  can. 

Ms.  RiVLiN.  The  main  reason  for  the  increase  in  Commerce's 
budget  is  that  we  are  gearing  up  for  the  2000  census,  which  comes 
under  Commerce,  and  I  do  not  think  anybody  would  want  to  close 
that  one  down. 

Mr.  Franks.  Doctor,  if  I  can,  you  are  right.  There  is  a  big  bubble 
to  accommodate  for  the  census  but  even  between  now  and  1998 
there  is  a  marked  increase  that  is  not  offset  by  gearing  up  for  the 
census. 

Ms.  RiVLlN.  No.  It  is  partly  ATP  which  I  am  defending,  as  you 
see. 

Chairman  Kasich.  Ms.  Rivers  is  recognized.  Oh,  she  is  gone.  Mr. 
Olver  is  recognized. 

Mr.  Olver.  Thank  you,  Mr.  Chairman. 
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I  came  in  somewhat  late  so  I  have  been  sitting  here  quietly  lis- 
tening to  the  comments  and  the  bickering  back  and  forth.  I  think 
I  am  very  happy  not  to  have  seen  the  tape  earlier  today  because 
I  think  it  is  really  pretty  fruitless  to  be  trying  to,  from  that  tape, 
to  decide  whether  the  President  promised  for  all  time  in  the  future 
to  follow  CBO  numbers. 

The  fact  is  that  of  the  recommendations  here  and  the  difference 
in  assumptions,  the  average  over  an  11-year  period  is  one-tenth  of 
a  point,  the  smallest  possible  point  difference  in  the  estimates  of 
real  GDP  and  the  differences  on  Consumer  Price  Index  and  infla- 
tion that  may  come  from  this  is  the  smallest  possible  difference  of 
an  average  of  one-tenth  of  1  point  over  that  period  of  time. 

I  must  say  that  I  am  quite  happy  to  follow  the  President's  pro- 
grams and  think  with  those  in  place,  given  the  fact  that  he  has 
managed  to,  in  period  of  time  since  that  utterly  disastrous  growth 
of  debt  and  deficits  that  followed  from  198 1-to- 1993,  that  he  has 
managed  in  these  last  couple  of  years  to  reduce  the  deficit  from 
$290  billion  to  $160  billion  which,  I  think,  is  a  pretty  good  projec- 
tion for  this  year.  And  until  it  is  clear  that  the  estimates  that 
someone  else  is  using  are  considerably  better  and  obviously  better 
than  those  that  have  helped  him  to  get  to  that  point,  I  am  quite 
willing  to  allow  him  the  discretion  to  use  the  programs  in  the  0MB 
in  the  best  economic  estimates  that  come  from  that  in  putting  for- 
ward the  policy  that  we  need  to  follow. 

With  that,  I  will  yield  to  the  gentleman  from  North  Dakota. 

Mr.  POMEROY.  I  thank  the  gentleman  very  much  for  yielding. 
Maybe  there  is  some  confusion.  Director  Rivlin,  about  the  role  of 
the  CBO  versus  0MB  and  you  are  the  most  uniquely  qualified  per- 
son in  the  country  to  speak  to  the  respective  roles  of  these  entities, 
because  you  have  been  the  only  person  in  the  country  to  have  held 
the  leadership  position  in  each  entity. 

At  the  time  that  CBO  was  constructed,  it  was  really  never  in- 
tended to  be  the  sole  source  of  budget  estimates  for  this  country, 
particularly  given  the  number  of  subjectivities  within  making  those 
very  difficult  projections,  is  that  correct? 

Ms.  Rivlin.  That  is  definitely  correct.  The  Office  of  Management 
and  Budget,  which  dates  back  much  further  than  CBO,  was  al- 
ready in  existence  when  CBO  was  created.  CBO  was  created  to 
give  Congress  its  own  estimating  capability,  and  it  has  done  that 
very  well. 

Mr.  PoMEROY.  Precisely.  It  was  a  matter  where  the  President 
had  had  all  these  budget  experts,  the  President,  through  0MB, 
could  get  budget  numbers,  but  Congress  did  not  have  any  inde- 
pendent budget  authority  and,  therefore,  created  CBO  for  the  pur- 
poses of  getting  that  budget  authority.  At  no  time  was  it  suggested, 
in  its  creation,  that  this  would  be  the  sole  source  of  economic  pro- 
jections in  the  country  going  forward,  is  that  not  correct? 

Ms.  Rivlin.  That  is  right. 

Mr.  POMEROY.  And,  in  fact,  if  early  in  an  administration  this 
President  or  any  President,  would  basically  say  to  0MB  this  func- 
tion of  the  executive  branch  is  not  important  any  more,  we  will  just 
go  with  the  Congressional  Budget  Office,  they  would  literally  be 
flying  blind  by  not  having  retained  that  internal  projecting  func- 
tion, is  that  not  correct? 
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Ms.  RiVLiN.  I  think  that  is  right.  The  President  has  to  have  an 
estimating  capability,  and  he  has  a  strong  professional  staff  at 
0MB  to  do  those  estimates. 

Mr.  POMEROY.  A  final  comment.  I  do  not  see  the  red  light,  yet, 
Mr.  Chairman.  I  will  wait  until  my  time  to  do  it.  Thank  you,  Mr. 
Chairman. 

Mr.  Allard  [presiding].  I  just  assumed  this  position,  so  go 
ahead.  We  will  come  back  and  recognize  you  again. 

Mr.  POMEROY.  I  was  speaking  on  Mr.  Olver's  time.  I  will  just 
wait  and  take  my  time.  Thank  you. 

Mr.  Allard.  Very  good. 

The  gentleman  from  New  York,  Mr.  Lazio. 

Mr.  Lazio.  Thank  you,  Mr.  Chairman. 

Good  afternoon.  Dr.  Rivlin.  I  am  sitting  here  and  I  had  some 
questions  I  wanted  to  ask  and  I  was  listening  to  my  friend,  Chris 
Shays.  And  I  have  to  share  with  you  that  I  am,  frankly,  as  ap- 
palled as  he  was  with  respect  to  some  of  the  representations  that 
you  have  made  on  behalf  of  the  President.  I  do  not  want  to  ask  to 
show  the  President's  remarks  from  1993  for  the  third  time. 

But  to  talk  about  historical  perspective  and  explanations,  the 
representation  was  made  that  we  would  use  common  assumptions. 
You  said  before  that  we  need  a  common  baseline,  that  we  need  to 
find  a  common  set  of  assumptions.  The  President  agreed.  It  was 
not  a  memo  from  Alice  Rivlin  or  Reischauer  or  anybody  else.  The 
President  made  those  remarks  to  the  Congress.  He  made  those  re- 
marks in  front  of  television  cameras  to  the  Nation.  And  he  made 
those  remarks  to  the  world.  And  to  the  extent  that  now  you  are 
saying — and  I  think  I  hear  you  saying — that  that  was  not  true  or 
not  accurate  or  that  somehow  it  was  only  true  for  that  year,  al- 
though the  President  never  said  or  qualified  that,  that  he  was  only 
going  to  use  CBO  for  1  year,  that  affects  the  President  greatly. 

And,  to  the  extent  that  the  President  is  watched  by  the  world  it 
affects  America's  credibility.  And  I  am  greatly  disturbed  by  the 
word  game  that  is  going  on  here.  The  fact  that  we  have  the  ability 
to  come  to  common  terms  on  assumptions  and  the  fact  that  this  is 
not  just  rhetoric,  this  is  something  that  the  President  agreed  to  do 
and  told  the  American  people.  This  was  a  promise  that  was  made. 
He  did  not  make  it  once  in  a  passing  statement.  He  made  it  several 
times.  He  knew  exactly  what  he  was  saying.  He  did  not  qualify  it. 

Ms.  Rivlin.  We  did  use  CBO  economic  assumptions  in  the  Presi- 
dent's 1993  economic  plan,  which  passed  through  Congress  with  no 
Republican  votes  and  has  been  an  enormous  success. 

Mr.  Lazio.  Well,  let  me  ask  you  then,  you  have  another  budget 
that  you  are  going  to  be  proposing.  Will  you  commit  that  the  Presi- 
dent will  use  CBO  scoring  to  submit  a  budget  that  will  be  in  bal- 
ance? 

Ms.  Rivlin.  No.  I  have  a  job  to  do.  I  run  the  Office  of  Manage- 
ment and  Budget  and  we  have  to  do  the  best  professional  job  that 
we  can  for  the  President. 

Mr.  Lazio.  I  appreciate  the  difficult  position  that  you  are  in,  Dr. 
Rivlin.  I  appreciate  that.  I  think  that  is  a  terrible  position  to  be  in. 
But  I  have  a  real  serious  problem  and  I  think  every  member  of  this 
body  ought  to  have  a  very  serious  problem  reconciling  the  state- 
ments that  were  made  by  the  President.  The  fact  that  you  are  not. 
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as  his  representative,  now  not  willing  to  commit  to  act  in  accord- 
ance to  the  representations  that  were  made  by  this  President,  and, 
of  course,  you  would  not  want  to  live  by  the  CBO  scoring  which  we 
heard  before,  actually  gave  you,  in  many  cases,  better,  in  terms  of 
programmatic  scoring,  they  did  not  have  the  chance  to  score  some 
of  these  things  so  they  took  your  numbers  because  they  did  not 
have  sufficient  specifics.  But  I  just  want  to  characterize  some 
things  here. 

Bob  Reischauer,  the  former  CBO  Director,  who  I  know  you  great- 
ly respect  and  admire,  characterized  the  President's  claim  to  a  bal- 
anced budget  by  saying  he  lowered  the  bar  and  then  gracefully 
jumped  over  it.  The  CBO  numbers  show  that  the  President's  budg- 
et that  was  submitted — this  was  the  second  budget,  and  the  first 
one  went  down  by  a  vote  of  99-to-O  and  not  one  Democrat  support- 
ing it  in  the  Senate — would  have  had  higher  deficits  every  year 
than  we  have  this  year,  including  a  deficit  of  $209  billion  in  the 
10th  3^ear  so  that  it  is  not  a  balanced  budget  plan. 

Ms.  RiVLlN.  We  never  claimed  it  was. 

Mr.  Lazio.  The  second  budget  that  was  submitted? 

Ms.  RiVLlN.  I  thought  you  were  talking  about  the  first  budget. 

Mr.  Lazio.  This  is  the  second  budget  that  I  am  talking  about 
right  now  that  is  out  of  kilter  according  to  CBO  numbers  and  will 
continue  to  be  for  the  foreseeable  future,  through  the  10th  year 
where  we  will  continue  to  have  a  $209-billion  deficit.  And  what 
does  that  mean? 

It  means  in  terms  of  spending  the  difference  between  what  you 
propose  to  do — and  I  say  the  second  time  around,  because  the  first 
one  went  down  99-to-O  in  the  Senate — and  what  we  are  doing  is  ac- 
tually you  want  to  spend  another  $370  billion  more  over  7  years. 
That  is,  in  effect,  what  the  difference  is  between  the  President's 
budget  and  the  budget  resolution. 

And  so  to  the  extent  that  you  are  trying  to  reconcile  and  have 
the  ability  to  spend  another  $370  billion  and  go  around  and  say 
that  you  got  to  a  balanced  budget  and  you  can  do  that  because  we 
are  not  adhering  to  CBO  numbers  any  more,  what  you  have  done 
is  throw  the  President's  credibility  out  the  window.  Because  the 
President  has  said  to  the  Nation  that  to  the  world  and  to  this  body 
that  CBO  scoring  is  what  is  appropriate. 

Mr.  Allard.  The  gentleman's  time  has  expired. 

Ms.  RiVLlN.  I  assume  that  was  not  a  question. 

Mr.  Allard.  I  will  now  call  on  the  gentleman  from  North  Da- 
kota. And  I  will  wait  30  seconds  before  I  turn  on  your  light  to  give 
you  that  time  and  I  apologize  for  the  interruption. 

Mr.  POMEROY.  That  is  all  right,  and  I  thank  the  chair  very  much. 

Honestly,  watching  these  feigned  hysterics  about  0MB  versus 
CBO  is  pretty  incredible.  The  tape  would  have  shown  statements 
made  in  1993,  budget  cycle  now  long  past.  I  can  understand  per- 
haps why  the  majority  members  would  rather  talk  about  that  one 
than  the  one  that  they  are  right  in  the  middle  of  because  they  are 
obviously  having  tremendous  difficulty  putting  the  specifics  on  the 
plan  that  came  out  of  this  committee. 

But  let  us  review,  for  history,  what  has  happened,  even  at  CBO, 
since  that  period  of  time.  I  have  a  new  director.  I  have  tremendous 
regard  for  Dr.  O'Neill,  but  she  was  confirmed  without  hearing  in 
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this  committee.  We  did  not  have  a  chance  to  ask  any  questions 
and,  in  fact,  when  we  started  to  debate  the  qualifications  of  Dr. 
O'Neill,  Mr.  Nussle  moved  previous  question,  debate  was  cut  off 
and  we  were  not  even  allowed  to  discuss  the  qualifications  of  the 
new  CBO  director. 

Now,  to  suggest  that  a  President  is  going  to  be  bound  for  time 
eternal  from  a  commitment  made  on  one  budget  cycle  regardless 
about  what  should  unfold  since  is  just  ludicrous.  The  Office  of  Man- 
agement and  Budget  is  an  essential  part  of  this  administration  or 
any  administration  in  order  to  have  the  financial  estimates  critical 
to  submit  essential  budget  planning  for  this  country. 

One  other  thing  that  I  would  just  have  to  make  an  observation 
on  because  I  about  fell  off  my  chair  when  I  saw  it,  is  that  this  big 
pile  of  stuff  my  friend.  Representative  Kolbe  held  up  about  saying 
professing  the  detail  of  the  Republican  budget  plan. 

On  May  10,  we  were  initially  exposed  to  this  plan.  I  say,  initially 
exposed,  because  that  was  the  first  time  any  of  us  in  the  minority 
had  a  chance  to  see  it.  May  10  also  happened  to  be  the  day  it  was 
passed  out  of  this  committee  with  just  a  few  hours  debate. 

But  that  was  better  than  2V2  months  ago  and  although  we  know 
that  that  plan  will  mean  a  $270  billion  reduction  in  Medicare,  2V2 
months  later  we  do  not  have  so  much  as  a  fare-thee-well  about  the 
specifics  of  it. 

For  Mr.  Franks  to  ask  grave  questions  about  proposals  in  the  ad- 
ministration to  cut  Medicare  when  we  know  this  majority  is  com- 
mitted to  cutting  Medicare  and  cut  it  to  the  tune  of  $270  billion 
to  pay  for  the  $245  billion  tax  cut  but  without  advancing  the  specif- 
ics in  time  for  the  members  of  this  committee  and  all  of  Congress 
to  go  home  and  talk  to  their  constituents  about  it  I  think  has  just 
been  a  plain  shame. 

In  fact,  I  was  heartened  with  the  chairman's  remarks  when  he 
said  that  we  owe  it  to  the  American  people  to  give  the  specifics  of 
these  Medicare  cuts  out  there  in  advance  of  our  decision  so  they 
can  evaluate  it  before  we  have  to  vote  on  it.  Of  course,  he  did  go 
on  to  say,  and  I  must  note  that  he  did  not  want  that  plan  hanging 
out  there  too  long  before  the  vote. 

I  think  that  what  we  have  here  is  an  attempt  to  change  the  sub- 
ject. This  majority  has  committed  on  a  very  reckless  plan  to  cut  a 
program  as  fundamental  to  the  American  people  as  Medicare  for 
purposes  of  paying  for  a  tax  cut.  There  is  no  coincidence  there  is 
a  $270  billion  Medicare  cut  and  a  $245  billion  tax  cut.  It  is  to  fund 
the  tax  cut  that  the  Medicare  program  is  being  drawn  down  but 
the  drawdown  is  going  to  hurt  people.  It  is  going  to  mean  higher 
out-of-pocket  costs  and  for  many  it  is  going  to  mean  losing  their 
choice  of  physician. 

So  they  do  not  want  to  leave  the  details  out  there  until  the  last 
possible  minute  because  there  will  be  a  public  outcry.  But  that  is 
no  way  to  govern  a  game  of  partisan  gotcha  for  the  American  peo- 
ple on  a  program  as  critical  as  Medicare.  We  owe  them  more  than 
that  and  I  think  it  is  a  shame  this  hearing,  instead  of  hauling  you 
up  here  and  accusing  you  of  cooking  the  books  and  every  other 
awful  thing  I  have  heard  this  morning,  would  have  been  better  di- 
rected to  what  is  immediately  in  front  of  the  country — not  a  1993 
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speech  to  Congress  by  the  President,  but  the  proposed  cuts  to  Med- 
icare that  are  going  to  hurt  the  American  people. 

Thank  you. 

Ms.  RlVLlN.  I  think  that  is  right.  We  really  need  to  get  back  to 
the  substance  of  this  discussion.  We  have  two  budget  proposals  be- 
fore Congress.  One  is  an  extreme  proposal  that  makes  deep  cuts  in 
Medicare  and  Medicaid  and  other  programs  like  education  and 
technology  while  providing  for  a  very  large  tax  cut.  The  other  is  a 
more  moderate  proposal,  and  we  think  it  represents  the  common 
ground  on  which- most  voters  stand.  It  makes  smaller  cuts  in  pro- 
grams, preserves  investments  in  the  future,  and  contains  a  smaller 
tax  cut. 

Mr.  Allard.  I  thank  the  gentleman  for  yielding  back  the  balance 
of  his  time.  I  just  have  to  make  two  comments  at  this  point.  I  think 
most  members  of  this  committee,  when  the  President  made  his 
comment  before  the  House  of  Representatives  assumed  that  he 
would  stick  with  CBO  figures  for  longer  than  3  months.  I  would 
have  been  perfectly  happy  with  a  year.  I  do  not  think  that  anybody 
is  expecting  perpetuity,  and  I  understand  that  times  change,  but 
certainly  this  particular  member  would  have  expected  it  to  last 
longer  than  3  months  and  would  have  preferred  more  that  it  would 
have  been  in  terms  of  a  year. 

Ms.  RiVLlN.  It  has  been  2V2  years  since  we  used  the  CBO  eco- 
nomic assumptions. 

Mr.  Allard.  If  Director  Rivlin  would  give  me  a  chance  to  finish 
my  quick  comment.  The  other  point  that  I  would  make  is  that  four 
members  of  this  committee  have  released  some  details  on  how  we 
got  to  the  Medicare  savings. 

Now,  I  would  call  on  the  gentleman  from  Ohio,  Mr.  Hoke. 

Mr.  Hoke.  Thank  you  for  the  time,  Mr.  Chairman. 

I  just  want  to  make  one  quick  comment  before  I  ask  a  couple  of 
questions.  I  am  actually  going  to  ask  you  some  policy  questions. 

Ms.  Rivlin.  Really? 

Mr.  Hoke.  Yes.  The  first  is  that  the  fact  is  that  we  are  going  up 
from  $178  billion  on  Medicare  spending  to  $260  billion  in  our  budg- 
et. I  do  not  know  how  you  can  go  from  what  is  $4,800  per  year  per 
beneficiary  to  $6,700  per  year  per  beneficiary  and  call  that  a  cut. 
It  is  not  a  cut.  It  is  clearly  an  increase  in  the  amount  of  money 
that  we  are  spending  on  an  annual  basis  every  single  year  over  the 
period  of  this  budget  proposal. 

And  the  Democrats  consistently  and  over  and  over  use  this  tech- 
nique to  call  this  a  cut  and  it  simply  is  not  true.  It  is  a  falsehood 
to  call  that  a  cut,  except,  I  suppose  perhaps,  inside  of  Washington, 
DC,  when  you  increase  spending  that  way. 

The  other  thing  I  want  to  say  is  that  with  respect  to  this  argu- 
ment about  CBO  and  0MB  and  what  scoring  you  should  have  used, 
I  think  it  is  pretty  obvious  what  is  going  on.  The  administration 
needed  to  come  up  with  something  that  looked  like  a  balanced 
budget.  The  President  made  a  political  calculation  and  decided  that 
it  was  time  to,  yes,  after  not  getting  one  vote  in  the  Senate,  that 
maybe  we  needed  a  balanced  budget.  And  that  we  ought  to  come 
up  with  our  own  and  that  if  we,  as  pointed  out  by  Mr.  Olver,  I 
mean  we  changed  by  one-tenth  of  a  percent,  and  we  can  change 
some  assumptions. 
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But  the  fact  is  it  has  backfired.  Because  clearly  you  have  cooked 
the  books  in  a  way  to  make  it  work  for  you  and  I  will  leave  that 
with  just  one  comment.  I  think  that  the  Post  got  it  best  when  they 
said  editorially  that,  "In  pursuit  of  a  few  untrammelled  headlines, 
President  Clinton  and  some  of  the  senior  people  that  advise  him  on 
such  matters,  converted  an  uphill  fiscal  problem  into  a  credibility 
problem  as  well." 

And  I  think  that  is  obvious.  It  is  obvious  from  the  discussion  this 
morning.  It  is  obvious  from  much  editorializing  about  this.  I  do  not 
know  if  you  are  one  of  the  senior  people  who  advised  him  to  do  that 
or  not.  I  am  not  particularly  interested  in  whether  or  not  you  are 
but  I  think  it  is  just  dumb.  It  should  not  have  been  done  that  way 
and  Mr.  Parker  is  right,  it  is  much  easier  to  use  the  conservative 
numbers,  and  I  will  leave  it. 

I  do  have  some  policy  questions.  I  would  like  to  go  to  page  28 
of  your  mandatory  outlay  proposals.  And  ask  you  what  the  assump- 
tions are  underlying  some  revenue  increases  that  you  claim  there 
in  the  years  2002,  3,  4,  and  5  with  respect  to  spectrum  auctions? 

You  said  that  you  are  going  to  expand  the  spectrum  auctions. 
You  are  claiming  increased  revenues  of  about  $35  billion  over  a  10- 
year  period.  Some  of  those  come  from  royalty  fees  that  you  expect 
to  institute  under  current  law.  Some  come  from  the  Stevens 
amendment  on  the  telecom  bill.  We  can  track  those  but  what  are 
your  policy  assumptions  with  respect  to  these  expanded  spectrum 
auctions?  What  baud,  what  band  with,  what  are  you  selling? 

It  is  a  lot  of  money,  we  are  talking  about 

Ms.  RiVLlN.  It  is  a  lot  of  money  and  we  have  been  working  with 
the  FCC  on  exactly  what  would  be  done  here.  It  involves  the  shift 
from  the  analog  to  the  digital  spectrum.  I  can  supply  you  with  a 
description  of  what  v/e  are  doing. 

Mr.  Hoke  Well,  let  me  ask  you  more  questions.  Because  the  last 
time  we  were  here  I  asked  you  to  supply  me  with  information  that 
I  had  also  asked  you  to  supply  with  me  in  the  Judiciary  Commit- 
tee. I  wrote  several  letters  asking  to  have  that  information  sup- 
plied, repeatedly,  Dr.  Rivlin,  and  I  never  received  a  response.  I 
would  like  to  explore  this  a  little  bit  more. 

Ms.  Rivlin.  I  am  very  sorry  to  hear  that. 

Mr.  Hoke.  Well,  I  am  disappointed  to  have  to  disclose  it  to  you, 
but  that  is  a  fact.  When  you  say  that  it  has  to  do  with  shifting  ana- 
log to  digital,  are  you  talking  about  PCS,  are  you  talking  about  cel- 
lular? 

Ms.  Rivlin.  You  have  gone  beyond  my  competence  here.  I  am 
going  to  have  to  get  you  together  with  the  experts  on  it. 

Mr.  Hoke.  I  am  very  disappointed  with  that  answer.  We  are 
talking  about  $27  billion  and  you  are  telling  me  that  you  do  not 
have  any  idea  where  it  is  coming  from. 

Ms.  Rivlin.  I  am  saying  that  we  have  a  very  good  idea  where  it 
is  coming  from,  but  I  cannot  explain  it  to  you  this  morning.  I  will 
be  very  happy  to  get  you  together  with  the  people  who  can. 

Mr.  Hoke.  Well,  I  protest  because  you  have  been  saying,  I  have 
heard  the  litany  over  and  over,  we  are  grandstanding,  and  we  are 
here  just  to  throw  stones  and  we  are  not  here  to  talk  about  policy. 
And  the  first  substantive  policy  question  that  is  asked  of  you 


60 

Ms.  RrVLIN.  I  failed  the  test.  I  am  really  sorry,  but,  as  you  know, 
it  is  a  very  technical  question.  I  would  be  very  happy  to 

Mr.  Hoke.  It  is  not  a  technical  question.  Dr.  Rivlin.  It  is  a  ques- 
tion, a  very  simple  policy  question  about  where  you  are  going  to 
come  up  with  $27  billion  in  additional  revenues  in  the  farthest  out- 
years  claiming  money  for  auction  of  spectrum  without  any  detail  as 
to  which  spectrum  we  are  talking  about. 

Ms.  Rivlin.  We  have  the  detail  and  I  will  get  it  to  you.  I  am 
sorry,  but  I  am  not  sufficiently  familiar  with  the  lingo  to  give  it  to 
you  today. 

Mr.  Allard.  I  am  going  to  have  to  call  on  the  next  member  on 
this  committee. 

Mr.  Hoke.  I  am  just  interested  in  being  certain  about  when  we 
are  going  to  hear  back  on  this. 

Ms.  Rivlin.  How  about  tomorrow? 

Mr.  Hoke.  That  would  not  be  too  soon. 

Ms.  Rivlin.  Fine. 

Mr.  Allard.  I  would  like  to  now  call  on  the  gentlewoman  from 
California,  Ms.  Woolsey. 

Ms.  Woolsey.  Thank  you,  Mr.  Chairman. 

Talk  about  ironies.  Here  we  are  sitting  arguing  over  baseline 
budget  numbers  that  we  are  never  going  to  agree  on,  because  in 
my  greatest  fantasy,  I  cannot  believe  that  we  will  be  able  to  come 
up  with  a  number  that  will  convince  the  majority  to  agree  with  us. 
Because  I  believe  in  my  heart  of  hearts  that  what  the  majority 
really  wants  to  be  doing  is  embarrassing  the  President. 

So,  here  we  sit,  and  the  House  of  Representatives  is  debating  the 
huge  impact  of  the  Republican  budget,  which  includes  devastating 
cuts  to  programs  that  cover  seniors  and  children  and  middle-class 
American  families.  So,  here  we  are,  and  it  seems  like  I  am  the  only 
person  here  who  has  a  memory,  and  has  learned  something  from 
the  1993  budget. 

That  was  my  first  year  here,  and  we  were  using  0MB  numbers, 
and  the  then-minority  party  was  absolutely  certain  that  those  num- 
bers were  going  to  be  devastating  to  the  deficit.  They  were  certain 
that  we  were  going  to  wreck  this  country.  Why  doesn't  anybody  re- 
member that?  I  mean  it  was  not  true.  The  country's  economic  per- 
formance demonstrates  that  the  President  was  right  on,  and  that 
his  numbers  are  accountable,  and  that  we  should  be  believing  in 
the  accountability  of  the  0MB  numbers. 

So  my  question  to  you — I  would  really  like  to  be  asking  you  how 
you  think  what  we  are  doing  on  the  floor  today  is  going  to  affect 
welfare  and  education — but  first,  I  would  like  to  ask  you  if  you 
think,  in  your  greatest  fantasy,  if  there  are  any  set  of  numbers — 
of  common  assumptions — that  we,  the  President  and  the  Repub- 
lican Party,  would  be  able  to  agree  on?  I  think  the  Republicans  are 
going  to  keep  moving  to  the  right  so  that  the  President  cannot  pos- 
sibly be  in  agreement  with  them.  Can  you  think  of  any  way  that 
it  can  happen  differently,  or  am  I  just  a  pessimist? 

Ms.  Rivlin.  I  don't  know  what  will  happen.  I  hope  that  when  all 
this  rhetoric  is  over,  we  will  still  have  the  will  to  actually  make  a 
budget.  I  think  it  will  be  very  easy  to  get  together  on  the  assump- 
tions. It  will  be  harder  to  get  together  on  the  policies.  As  you  point 
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out,  there  are  big  differences  between  the  parties  in  terms  of  tax 
cuts,  Medicare,  and  other  spending  issues. 

I  think  a  compromise  is  possible,  but  I  do  not  hear  anybody  talk- 
ing about  that  right  now. 

Ms.  WoOLSEY.  Well,  if  I  have  just  a  moment,  these  drastic  cuts 
in  job  training,  education,  child  care,  and  housing  that  the  House 
Appropriations  Committee  has  proposed;  how  do  you  think  these 
cuts  are  going  to  affect  welfare  reform  and  our  efforts  to  get  people 
off  welfare  and  keep  them  off  welfare  in  the  long  term?  Is  it  fair 
to  ask  you  that  this  morning? 

Ms.  RiVLiN.  Yes.  I  think  it  will  be  very  difficult.  We  know  at  least 
two  things  about  welfare  reform.  First,  we  all  want  it.  Second,  it 
is  going  to  be  very  difficult.  Moving  people  who  lack  skills  and  have 
little  children  into  jobs  involves  training  and  child  care.  That  costs 
something. 

If  we  cut  back  on  those  very  training  and  child  care  programs, 
we  set  back  the  possibility  of  moving  more  people  off  welfare  and 
into  the  work  force. 

Ms.  WoOLSEY.  And  these  are  the  very  services  that  we  need. 
Well,  let  me  ask  you  one  more  thing  as  long  as  I  have  got  a  little 
bit  of  time  left.  Regarding  the  cuts  in  higher  education  and  student 
loans,  how  do  you  think  the  proposed  cuts  will  affect  people  on  wel- 
fare and  our  youth?  How  will  the  cuts  affect  keeping  kids  in  school 
and  providing  this  country  with  a  job  force  for  the  future? 

Ms.  Ri\t:.in.  I  am  particularly  worried  about  the  student  loan 
cuts.  The  administration  has  actually  saved  money  on  student 
lending  by  cutting  out  the  middle  man  and  moving  to  the  direct 
student  lending  program.  We  also  have  tried  to  encourage  people 
to  get  education  beyond  high  school  by  increasing  the  Pell  grant 
award.  The  majority  would  like  to  move  in  the  opposite  direction 
and  by  loading  heavier  costs  of  borrowing  on  the  students.  That 
will  make  it  more  difficult  for  them  to  get  an  education. 

Ms.  WOOLSEY.  Poor  and  middle-class  families? 

Ms.  RiVLlN.  Right. 

Ms.  WoOLSEY.  Well,  all  right,  I  would  like  to  just  end  with  a 
comment.  In  private  industry  you  evaluate  performance  and  then 
you  put  your  faith  in  your  workers  and  the  people  that  are  around 
you,  based  on  their  performance.  And  the  President  has  proven  to 
us  that  his  budgets  are  successful,  and  I  think  we  should  have 
more  faith  in  them. 

Thank  you. 

Mr.  Allard.  Thank  you,  very  much. 

I  was  the  last  one  on  the  Republican  side  so  I  will  now  take  my 
time  and  ask  you  some  questions.  But  before  I  do  that,  it  is  my  un- 
derstanding, Ms.  Woolsey,  that  right  now  the  CBO  is  scoring  the 
student  loan  program  as  a  cost.  Originally  there  was  a  savings 
scored  on  it,  but  now  I  understand  that  it  is  a  cost.  I  do  not  think 
that  we  reduced  the  number  of  recipients  on  that.  Again,  that  is 
one  of  those  examples  where  I  guess  there  is  a  disagreement  be- 
tween 0MB  and  CBO  and  that  is  why  it  is  so  important  that  we 
go  ahead  and  get  to  some  uniform  procedure  and  method  in  what 
we  can  work  with  some  reliable  numbers. 

I  will  go  ahead  and  take  my  time  now  and  ask  some  questions 
that  I  have  and  take  my  5  minutes  to  do  that.  What  is  the  Presi- 
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dent's  goal  with  this  budget?  Is  his  first  priority  to  balance  the 
budget  by  cutting  spending? 

Ms.  RiVLiN.  The  President's  goal  is  to  raise  the  standard  of  living 
for  average  Americans. 

Mr.  Allard.  No,  but  I  mean  fundamentally  and  I  do  not  want 
to  get  into  a  big 

Ms.  RiVLiN.  That  is  very  fundamental. 

Mr.  Allard.  I  mean  this  is  the  budget.  This  is  not  Health  and 
Human  Services.  We  are  not  talking  about  income  redistribution. 
I  would  like  to  have  a  simple  answer.  No.  1,  is  his  No.  1  priority 
balancing  the  budget  or  not?  I  mean  if  he  has  got  a  plan  you  ought 
to  be  able  to  answer  that  question. 

Ms.  RrvLlN.  The  President's  goal  is  to  have  a  balanced  budget, 
but  one  that  does  not  devastate  the  economy  in  the  process. 

Mr.  Allard.  Is  it  his  No.  1  goal? 

Ms.  RiVLlN.  I  think  I  have  to  return  to  my  original  answer.  His 
No.  1  goal  is  to  raise  the  standard  of  living  for  average  Americans 
in  the  future.  There  are  a  couple  of  ways  of  doing  that.  One  is  by 
reducing  the  Federal  deficit  and  the  other  is  by  shifting  Federal 
spending  toward  investments  in  families  and  skills  and  education. 
The  President's  plan  contains  all  of  those  objectives. 

Mr.  Allard.  I  think  you  have  answered  the  question.  His  No.  1 
goal  is  not  deficit  reduction. 

Ms.  RiVLlN.  No.  His  No.  1  goal  is  raising  the  standard  of  living 
for  average  Americans. 

Mr.  Allard.  So,  you  know,  really  what  kind  of  motivation  does 
he  have  to  worry  about  the  legitimacy  of  his  numbers  or  whether 
he  even  has  numbers?  I  mean  he  is  interested  in  spending.  He  has 
got  a  whole  different  set  of  goals  out  there  than  what  this  commit- 
tee has.  This  committee  had  come  up  with  their  finance  plan,  a 
specific  goal  that  they  were  going  to  bring  the  deficit  under  control 
and  they  were  going  to  do  it  by  holding  down  spending. 

And  so  I  guess  there  is  a  fundamental  difference  right  at  the 
very  start  here  between  the  President  and  this  committee  and  this 
Congress.  That  is  that  we  think  that  getting  the  budget  under  con- 
trol, reducing  spending,  along  with  80  percent,  I  might  add,  of  the 
American  people,  and  eliminating  deficit  spending  is  the  priority. 
That  is  not  his  No.  1  goal. 

Ms.  RiVLlN.  The  President  believes  the  budget  is  a  tool  for  im- 
proving the  economy  and  he  believes  we  must  reach  balance.  We 
have  proposed  a  series  of  measures  that  will  enable  us  to  do  that. 
But  we  do  not  want  to  do  it  at  all  costs. 

Mr.  Allard.  See,  my  point  is  that  we  can  talk  about  how  we  get 
there,  but  fundamentally  there  is  a  difference  between  the  Presi- 
dent and  this  Congress  and  that  we  want  to  balance  the  budget 
and  that  he  does  not. 

Ms.  RiVLlN.  No,  that  is  not  true. 

Mr.  Allard.  But  you  told  me  that  his  No.  1  goal  was  not  to  bal- 
ance the  budget.  And  so  he  gives  us  a  plan  that  tries  to  sound  good, 
but  in  reality  it  carries  on  with  $200  billion  deficits  out  as  far  as 
the  eye  can  see. 

Ms.  RiVLlN.  Not  true. 

Mr.  Allard.  And  with  that  kind  of  a  goal,  I  can  understand  why 
the  President  would  not  want  to  seriously  come  up  with  the  figures 
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for  this  committee,  why  he  would  not  be  that  concerned  if  the  fig- 
ures do  not  match,  whether  they  come  from  CBO  or  0MB. 

Ms.  RiVLiN.  The  President  is  very  concerned  with  balancing  the 
budget,  for  a  very  important  reason:  He  believes  that  excessive  gov- 
ernment borrowing  is  bad  for  the  economy.  But  there  are  other 
things  that  are  bad  for  the  economy,  such  as  cutting  vital  services 
that  people  need. 

Mr.  Allard.  We  have  heard  you  say,  on  this  committee,  that  you 
are  concerned  about  the  tax  cuts.  Would  he  support  the  Republican 
budget  if  there  were  not  any  tax  reductions  in  it? 

Ms.  RiVLlN.  No.  Because  the  Republican  budget 

Mr.  Allard.  Let  me  ask  you  this,  would  he  support  spending  at 
a  rate  of  2  percent  or  3  percent  or  4  percent  or  5  percent?  What 
specific  rate  of  spending  increases  would  he  support? 

Ms.  RiVLlN.  It  is  impossible  for  me  to  answer  that  question  un- 
less we  talk  about  particular  kinds  of  spending.  We  think  some 
kinds  of  spending  are  more  important  than  others. 

Mr.  Allard.  I  would  have  to  agree  with  the  chairman.  This 
whole  thing  is  a  charade  and  it  is  a  farce  because  if  you  had  a  plan 
in  front  of  you,  you  could  tell  me  today  what  you  planned  on  as  a 
spending  increase.  This  committee  will  tell  you  what  our  planned 
increase  is  because  we  have  a  plan  before  us. 

You  cannot  do  it  or  you  refuse  to  do  it.  I  wrote  you  a  letter  to 
get  specifics  on  the  Departmient  of  Agriculture  on  where  you  are 
going  to  cut  spending  and  how  you  are  going  to  put  together  the 
budget.  And  you  did  not  respond.  So  my  time  has  run  out.  I  just 
have  to  conclude  that  there  is  obviously  no  plan.  There  is  no  specif- 
ics and  the  whole  thing  is  a  charade. 

Ms.  RiVLlN.  That  is  not  true,  Mr.  Chairman. 

Mr.  Allard.  If  it  were  not  true,  you  could  answer  my  questions. 
And  you  absolutely  cannot  or  will  not  answer  those  questions. 

Ms.  RiVLlN.  You  asked  me  a  series  of  hypothetical  questions 
about  what  the  President  would  support.  I  cannot  answer  those  in 
the  absence  of 

Mr.  Allard.  I  do  not  want  to  be  argumentative  with  the  witness 
but 

Ms.  RiVLlN.  No? 

Mr.  Allard  [continuing].  But  the  point  is  that  I  asked  you  for 
a  figure.  You  had  criticized  previous  members  of  this  committee  for 
not  getting  down  to  policy  and  Mr.  Hoke  just  finished  asking  you 
a  policy  question  and  I  just  finished  asking  you  a  policy  question 
and  you  cannot  answer  it  or  will  not. 

Ms.  RiVLlN.  I  am  sorry,  I  cannot  answer  what?  Maybe  I  mis- 
understood you. 

Mr.  Allard.  What  rate  of  spending  increase  would  you  ac- 
cept  

Ms.  RiVLiN.  Over  what  period  of  time? 

Mr.  Allard  [continuing].  Over  the  next  5  years,  or  the  next  7 
years  or  the  next  10  years?  Give  me  a  rate  of  increase  that  you 
would  accept. 

Ms.  RiVLiN.  Well,  we  can  calculate  for 

Mr.  Allard.  My  time  has  expired  and  let  me  go  ahead  and  call 
on  the  next  member  of  the  committee  because  I  do  want  to  be  fair 
to  her.  Go  ahead  if  you  would,  please. 
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Mrs.  Meek.  Much  of  what  I  have  heard  here  today  I  have  heard 
since  the  time  I  came  to  this  committee  and  it  is  pretty  much  hke 
some  kind  of  intramural  round  robin.  Where  the  RepubHcans  make 
great  claims  on  their  budget  and  the  President  comes  in  with  his 
and  there  is  CBO,  there  is  0MB,  there  are  any  number  of  acro- 
nyms in  the  budget  battle. 

These  things  are  important,  I  am  sure,  but  I  think  every  party 
and  every  person,  here  in  the  Congress,  has  to  have  as  their  first 
priority  the  people  of  this  country.  I  think  we  have  become  so  em- 
broiled in  this  intramural  fight  that  we  cannot  think  about  one 
major  thing. 

What  we  have  thought  about,  however,  is  balancing  the  budget 
regardless  of  how  it  is  balanced.  I  have  sat  here  and  I  have  pleaded 
many  times  with  the  majority  party  regarding  the  draconian  cuts 
which  I  see  happening  here  in  this  committee.  And  they  want  to 
reduce  the  revenue  by  $350  billion  over  7  years.  Now  it  does  not 
take  a  Ph.D.  to  figure  out,  Dr.  Rivlin,  that  there  is  absolutely  no 
way  to  do  that  unless  you  do  some  draconian  things. 

People  are  not  important  here.  What  is  important  here  is  bring- 
ing up  some  basic  assumptions  that  will  get  us  there.  And  those 
basic  assumptions  do  not  take  into  consideration  making  the  dras- 
tic cuts  that  are  going  to  hurt  people,  these  major  cuts,  which  I 
keep  talking  about. 

No  one  is  thinking  about  the  fact  that  they  have  16  to  18  tax 
cuts  in  here  for  the  rich.  No  one  is  thinking  about  that  because  the 
whole  scenario,  as  I  perceive  it,  is  one  which  brings  about  tax  cuts 
for  the  rich  and  spending  cuts  so  you  can  balance  the  budget. 

But  what  they  are  not  thinking  about  is  that  some  goals  have 
been  set  by  the  major  party  but  you  know  what  they  forgot?  When 
you  set  goals,  you  must  have  strategies  to  reach  those  goals.  Strat- 
egies which  are  clearly  delineated  and  specific  enough  for  the 
American  public  to  understand. 

They  have  not  done  that.  They  have  come  up  with  some  broad 
empirical  statements  but  they  do  not  have  where  they  are  going  to 
take  the  specific  cuts,  and  how  they  are  going  to  operate  them.  So 
what  they  have  done  is  shifted  money  from  one  place  to  the  other. 

Now,  you  cannot  say  to  me  now  that  they  have  not  shifted  most 
of  the  money  into  the  military  budget.  I  have  sat  on  the  appropria- 
tions, I  am  sitting  here.  I  see  them  shifting  money  around,  but  the 
money  has  not  been  touched  in  the  military. 

My  question  to  you  is:  why  could  we  not  balance  the  budget  if 
we  did  go  into  the  military  budget?  Could  we  not  have  come  closer 
to  balancing  the  budget  if  we  had  paid  more  attention  to  the  mili- 
tary expenditures?  I  will  answer  my  own  question  and  then  I  want 
you  to  answer  it.  I  think  we  could  have  come  closer  to  balancing 
the  budget  in  7  years. 

But  I  want  to  tell  you  something,  I  am  not  that  hung  up  on  bal- 
ancing the  budget  in  7  years.  I  am  not  hung  up  on  it  as  the  Presi- 
dent is  in  10  years.  I  think  he  got  on  the  bandwagon  that  the  Re- 
publicans started  beating  to  death. 

I  am  saying  this  country,  for  the  past  12  years,  has  been  in  a 
deficit  reduction  stage.  That  is,  that  you  have  been  below  the 
amount  of  spending  that  you  should  be  doing. 
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So  why  do  we  not  get  together?  There  is  no  way  that  anything 
can  be  resolved  here  unless  all  of  you  from  0MB,  CBO,  the  Presi- 
dent and  the  Republican  majority  will  sit  down.  You  have  a  stale- 
mate now.  This  country  is  looking.  You  are  in  a  stalemate.  What 
are  you  going  to  do,  your  backs  are  against  the  wall.  That  is  my 
question. 

Unless  the  Republicans  yield  some  and  get  off  this  rhetorical  in- 
tramural play  we  are  doing  here,  we  are  going  to  be  here  6  months 
from  now. 

My  question  to  you  is:  can  we  use  the  military  budget  in  order 
to  bring  this  balance  closer  in  the  consideration  than  we  have 
done?  The  little  people  out  there  need  the  help. 

Ms.  RiVLlN.  I  think  you  are  asking  the  right  questions.  The 
President's  military  budget  is  the  minimum  that  we  think  the  mili- 
tary needs  to  keep  the  country  safe.  The  Republican  majority  has 
added  money  for  things  that  even  the  Pentagon  did  not  want, 
weapons  systems  that  are  made  in  particular  Members'  districts 
and  other  kinds  of  projects  that  even  the  military  feels  are  unwar- 
ranted and  unnecessary.  Without  that  additional  spending,  we 
could  come  closer  to  balancing  the  budget. 

Mrs.  Meek.  Thank  you. 

Mr.  Allard.  The  gentlewoman's  time  has  expired. 

We  are  toward  the  end  of  the  hearing  here.  I  would  like  to  give 
the  ranking  member  an  opportunity  to  give  some  summary  and 
closing  remarks  if  he  so  desires. 

Mr.  Sabo.  I  thank  the  Chair  and  Ms.  Rivlin,  I  thank  you  for  com- 
ing. I  must  say  that  I  watch  and  listen  with  some  amazement 
today.  The  President,  2  years  ago,  presented  a  comprehensive 
budget  proposal  that  the  Congress  passed.  Most  of  my  Republican 
friends  at  that  time  told  us  that  it  was  going  to  increase  the  deficit, 
send  the  country  into  recession.  The  opposite  happened  and  in  re- 
ality the  deficit  came  down  more  than  the  administration  or  CBO 
was  projecting  and  the  economy  responded  with  real  growth  and 
with  real  increase  in  jobs. 

The  administration  was  right,  Democrats  in  Congress  were  right 
2  years  ago,  the  Republicans  were  wrong.  I  hope  now  that  they  re- 
member that  they  were  wrong  as  they  do  their  rhetoric  on  1995. 

Secondly,  I  commend  and  look  forward  to  continuing  to  work 
with  the  administration  as  we  try  and  find  eventual  common 
ground  between  the  majority,  the  minority,  and  the  administration 
for  another  budget  plan  in  1995. 

But  let  me  also  commend  you  for  the  values  you  just  stated.  The 
budget  is  not  something  that  we  deal  with  as  simply  a  grouping  of 
numbers.  It  is  ultimately  about  improving  the  lives  of  the  Amer- 
ican people.  Improving  the  nature  of  our  economy  and  improving 
economic  and  social  justice  in  this  country  and  doing  it  in  a  fiscally 
prudent  way. 

And  those  values  that  you  and  the  President  have  represented 
are  important  as  we  go  about  this  process  because,  frankly,  there 
are  enough  people  who  just  consider  it  simply  a  numbers  game, 
and  that  it  is  not.  And  we  need  your  values  and  your  judgment  as 
we  move  toward  the  eventual  solution  of  really  both  the  political 
and  economic  and  budgetary  dilemma  that  we  face  this  year. 
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I  thank  you  for  your  good  work  and  your  gooa  counsel  ana  iook 
forward  to  continuing  to  work  with  you. 

Ms.  RiVLIN.  Thank  you,  Mr.  Sabo. 

Mr.  Allard.  I  would  like  to  also  thank  you  for  showing  up  before 
this  committee  and  the  ranking  member's  remarks  reminded  me  of 
some  testimony  that  we  had  previously  from  another  witness  this 
year,  Alan  Greenspan.  And  he  said  the  most  significant  thing  we 
could  do  to  make  people  feel  good  about  this  country  was  to  get  rid 
of  deficit  spending. 

He  said  the  markets  would  respond  to  that  in  a  dramatic  way. 
The  interests  rates  would  respond  to  that  in  a  dramatic  way  and 
the  American  people  would  respond  to  it  in  a  way  that  it  would  cre- 
ate greater  opportunity  for  all  Americans. 

I  have  to  say  that  I  think  the  most  important  thing  that  we  could 
do  for  people  in  this  country  is  to  get  deficit  spending  under  con- 
trol. If  we  do  not,  their  future,  their  children's  future  and  their 
grandchildren's  future  is  in  serious,  serious  jeopardy. 

This  is  a  serious  problem.  This  is  not  a  time  for  game  playing. 
We  need  to  look  at  ways  that  we  can  come  up  with  legitimate  fig- 
ures. This  particular  committee  has  not  been  bashful  in  coming  up 
with  a  specific  plan.  But  I  would  have  to  say,  personally,  that  I  am 
very  disappointed  that  in  trying  to  search  for  a  balanced  budget  so- 
lution the  President  has  been  less  than  specific  and  less  than  forth- 
coming when  we  get  down  to  the  specifics  in  the  budget. 

My  hope  is  that  if  we  proceed  to  negotiate  through  some  very  dif- 
ficult times,  in  the  next  month,  I  hope  that  the  President  will  be 
willing  to  move  more  toward  the  middle  and  to  look  at  what  the 
Republicans  are  proposing  and  agree  that  the  most  important  thing 
we  can  do  for  this  country  is  to  get  deficit  spending  under  control. 

I  thank  the  gentlewoman  for  being  with  us  today.  Thank  you, 
very  much. 

Ms.  RiVLlN.  Thank  you. 

Mr.  Allard.  The  committee  will  stand  adjourned. 

[Whereupon,  at  1:54  p.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair.l 
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